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INDONESIA'S  CHANGING  ROLE  IN  OIC:  IS  IT  "NECESSITY  OF  FOREIGN 
POLICY" 

By  Anak  Agung  Banyu  Perwita 

Indonesia  is  a  member  of  OIC  and  has  been  very  active  in  promoting  peace  through  such 
organization.  The  OIC  confronted  itself  with  some  policy  challenges  as  the  United  States 
unilaterally  attacked  Iraq.  It  is  through  OIC  that  Indonesia  expressed  its  opposition  against 
the  war  on  Iraq.  This  article  discusses  the  necessity  for  Indonesia  to  be  more  innovative 
in  its  diplomatic  role  in  OIC,  although  the  first  twenty  decades  of  Indonesia's  involvement 
with  the  OIC  witnessed  the  fact  that  Indonesia  had  no  strong  political  commitment  in 
enhancing  Indonesia's  relations  with  the  Muslim  world.  The  author  argued  that  in  the 
eyes  of  Indonesia's  foreign  policy  makers,  a  deep  involvement  with  the  Muslim  worlds 
would  only  create  new  problems  with  Indonesia's  relations  with  the  Western  countries. 

INDONESIA  LACKS  RULE  OF  THE  BEST 
By  Tan  Chee  Leng 

This  article  discusess  three  missing  factors  in  the  evolution  of  Indonesian  politics 
which  mitigate  against  the  development  of  a  stable  structure  of  government  here.  The  three 
factors  are:  concept  of  the  common  good,  civic  virtue  and  serial  aristocracy  (rule  of  the 
best).  The  cruel  irony  here  is  that  these  three  missing  factors  were  present  in  Indonesia's 
history  from  1945-1953  but  the  optimistic  note  is  that  they  can  lend  themselves  to  being 
replicated  again  for  the  benefit  of  the  Indonesian  people  in  contemporary  politics.  The  article 
argues  that  contemporary  Indonesian  politics  would  need  a  civilian  phalanx  of  Straussian 
type  men  committed  to  creating  a  virtuous  circle  of  common  good  as  their  single  "compre- 
hensive" goal  for  there  to  be  social  hope  in  Indonesia  .  The  hope  for  Indonesia's  political 
future  evidently  lies  with  those  within  its  civilian  ranks  who  possess  the  potential  for 
statesmanship. 

THE  MANAGEMENT  OF  BIODIVERSITY  IN  INDONESIA  AT  SUSTAINABLE 
LEVEL 

By  Budy  P.  Resosudarmo  &  Nina  I.L.  Subiman 

Indonesia  is  a  country  with  a  very  high  level  of  biodiversity.  Due  to  its  tremendous  bio- 
diversity, the  country  faces  significant  natural  resource  management  issues  and  bio- 
diversity conservation  problems.  Indonesia  is  also  facing  significant  threats  to  the  manage- 
ment of  this  biodiversity.  This  article  aims  to  provide  the  current  status  of  biodiversity  in 
Indonesia  and  the  challenges  in  managing  biodiversity  at  a  sustainable  level.  The  article 
starts  with  the  description  of  the  state  of  biodiversity  in  Indonesia,  follows  by  an  assess- 
ment of  the  threats  to  Indonesian  biodiversity.  The  government's  major  policy  actions  and 
the  way  it  managed  the  challenge  to  biodiversity  will  also  be  discussed. 
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ENSO  IMPACTS  ON  FOOD  CROP  PRODUCTION  IN  INDONESIA 
By  Shigeki  Yokoyama 

This  article  aims  to  examine  the  effects  of  ENSO  (El  Nifio  Southern  Oscillation)  on  food 
crop  production  in  Indonesia.  The  El  Nino-induced  production  loss  in  Indonesia  is 
characterized  by  large  area  decline  and  increased  yield  resulting  in  slightly  less  pro- 
duction loss  compared  to  that  in  non-El  Nino  years.  The  findings  of  the  research  is 
that  the  enhancement  of  the  production  stability  of  maize,  soybean  and  sweet  potato  may 
improve  the  stability  of  food  crop  production  in  Indonesia.  Crop  diversification  by 
incorporating  relatively  El  Nino  tolerant  crops,  e.g.,  cassava,  is  also  suggested  to  mitigate 
climatic  risk. 


INDONESIA: 

A  BLUEPRINT  FOR  STRATEGIC  SURVIVAL 

Written  by  Nirwan  Idrus 


INDONESIA 

A  MI;TJ«l!iT  TOR  CTRMMJCJSBSVIVAt; 


Published  by:  Centre  for  Strategic  and  International 
Studies  (CSIS),  Jakarta 

This  book  presents  the  author's  assessment  of  Indone- 
sia and  its  potential  for  survival  in  the  new  millenium. 
Much  of  the  assessment  is  based  on  his  observasion, 
as  a  layman,  of  the  happenings  in  the  country.  As  the 
author  claims,  this  is  not  meant  to  be  a  scientific  dis- 
course, but  an  applied  analysis  of  political,  economic, 
social  and  strategic  governance. 


In  this  book,  Idrus  explores  the  causes  why  Indonesia 
becomes  lawless  and  increasingly  deteriorating.  For 
Indonesia  to  survive,  it  needs  to  change  and  trans- 
form itself.  But  obstacles  to  rapid  changes  are  too 
enormous  and  deeply  petrified.  Tnerefore,  he  proposes 
a  very  long-term  planning,  envisioning  Indonesians 
of  the  21st  century  to  be  knowledge-based,  technology- 
literate,  law-literate,  community-and  society-responsible, 
and  most  importantly  recognized  by  other  peoples  as  having  those  qualities.  A  framework 
of  what  needs  to  be  done  in  the  proposed  long-term  planning  is  discussed  in  it. 

This  book  is  mainly  useful  for  those  who  work  for  learning  institutions,  political 
parties;  and  government  planning  agencies.  It  is  hoped  that  having  gone  through  this 
book,  they  will  seriously  consider  the  long-term  planning  as  recommended  by  the 
author. 
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ASEAN  and  the  East  Asian  Co-operation: 
Searching  for  a  Balanced  Relationship 

Landry  Haryo  Subianto 


THE  Association  of  Southeast 
Asian  Nations  (ASEAN)  success- 
fully held  its  eighth  Summit 
in  Phnom  Penh,  Cambodia  on  4-5 
November  2002.  Subsequently,  ASEAN 
also  held  the  6th  ASEAN+3  Summit, 
along  with  the  ASEAN+1  Summits,  in 
which  ASEAN  leaders  met  with  leaders 
from  individual  country  of  China, 
Japan  and  South  Korea.  In  addition, 
and  for  the  first  time,  India  and  ASEAN 
also  agreed  to  have  a  summit,  which 
will  be  held  annually.  All  these  sum- 
mits had  been  indeed  meaningful  for 
the  strengthening  of  ASEAN  internal 
co-operation  as  well  as  the  enhance- 
ment of  its  external  interaction  with 
other  players  in  wider  region,  namely 
■East  Asia  (and  India).  It  was  anony- 
mously agreed  that  the  9th  Summit 
would  be  held  in  Bali,  Indonesia,  in 
October  2003,  which  is  symbolically 
important  against  the  background  of 
Bali  tragedy. 

Numerous  initiatives  were  intro- 
duced and  it  was  apparent  that  ASEAN 


core  agenda  during  the  summit  were 
threefold,  namely:  (1)  the  realization 
of  ASEAN  integration  and  the  en- 
hancement of  ASEAN  Competitiveness; 
(2)  ASEAN  commitments  to  collectively 
fight  terrorism,  as  reflected  in  the  is- 
suance of  ASEAN  Declaration  on  Ter- 
rorism; and  (3)  ASEAN  common  stra- 
tegy and  understanding  to  engage  its 
partners  in  Northeast  Asia,  and  ad- 
vancing the  creation  of  East  Asian  co- 
operation. 

In  order  to  enhance  ASEAN  eco- 
nomic cornpetitiveness,  leaders  of 
Southeast  Asian  countries  agreed, 
among  many  other  things,  to  re-streng- 
then their  commitments  on  the  process 
of  liberalisation  in  each  respective  eco- 
nomy. Results  of  the  Summit  were 
obviously  aimed  to  provide  an  op- 
timistic signal  to  the  outside  world 
that  Southeast  Asian  economies  are 
now  back  in  track,  after  almost  four 
years  pre-occupied  with  prolonged 
economic  crisis  and  its  repercussions. 
Apparently,  such  a  renewed  spirit  and 
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regional  optimism  were  widely  wel- 
comed, and  also  seemingly  shared, 
by  ASEAN's  main  partners  in  North- 
east Asia,  namely  Japan,  China  and 
South  Korea,  as  was  clearly  reflected 
in  the  signing  of  several  important 
agreements  for  economic  co-operation 
between  ASEAN  and  each  individual 
country  in  Northeast  Asia. 

On  the  vision  of  ASEAN  integration, 
leaders  of  ASEAN  fully  realized  that 
one  impediment  towards  the  realization 
of  integrated  Southeast  Asia  is  the 
emergence  of  "two-tier"  ASEAN,  re- 
ferring to  countries  like  Cambodia, 
Vietnam,  Laos  and^Myanmar  (CVLM). 
Responding  to  the  growing  needs  for 
closing  in  the  gap  of  developments 
among  member-countries,  and  in  order 
to  ensure  the  integration  of  the  broader 
Southeast  Asian  market,  ASEAN  coun- 
tries in  that  regard  agreed  to  entertain 
the  idea  of  having  a  scheme  on  tariffs, 
called  the  ASEAN  Integration  System 
of  Preferences,  which  would  allow 
CVLM  countries  to  gain  tariff-free  access 
to  the  more  developed  ASEAN  markets 
by  2003,  or  seven  years  ahead  of  the 
agreed  target  of  2010.  This  was  clearly 
a  bold  measure  in  ASEAN  endeavour 
to  having  an  integrated  Southeast  Asia. 

Furthermore,  political  and  security 
matters  were  also  extensively  discussed 
during  the  Summit.  Inspired  by  a  series 
of  horrendous  bombings  in  Bali  and 
Zamboanga,  it  was  felt  that  close  co- 
operation in  combating  terrorism  is 
needed,  and  indeed  has  become  a 
strong  imperative  now.  Moreover, 
countries  now  realize  that  Southeast 
Asia  is  prone  not  only  to  the  attacks 


by  the  terrorist,  but  also  to  its  reper- 
cussion at  regional  level.  Bali  bomb- 
ings clearly  illustrated  that  movements 
of  goods  and  people,  as  well  as  other 
economic  activities,  which  are  vital 
to  the  regional  development  could 
seriously  be  endangered  by  any  news 
of  terror  in  the  region.  Responding 
to  the  negative  impacts  of  incidents  in 
Bali,  especially  on  the  tourism  sector, 
ASEAN  leaders  strongly  urge  countries 
outside  the  region  not  to  issue  a  travel 
ban  for  their  citizens  to  go  to  Southeast 
Asian  countries.  Furthermore,  an  agree- 
ment on  tourism,  which  was  aimed  at 
creating  ASEAN  as  a  single  tourist 
destination  and  thus  attracting  more 
visitors  to  the  region,  was  also  signed. 

However,  despite  collective  aware- 
ness of  ASEAN  vulnerability  against 
any  kind  of  terrors,  countries  in  this 
particular  region  were  still  divided  in 
viewing  the  root  causes  of,  and  methods 
in  fighting  terrorism.  Singapore  and 
Malaysia,  for  instance,  are  still  fiercely 
debating  the  need  to  address  the  Pales- 
tinian problems  as  the  primary  source 
of  growing  hostility  for  radical  and 
terrorist  groups  all  over  the  world. 
At  this  point,  ASEAN  Declaration  on 
terrorism  is  indeed  important  in  show- 
ing to  the  world  that  ASEAN  is  unified 
in  a  concerted  effort  to  fight  terrorism. 
Nonetheless,  more  than  just  a  mere 
diplomatic  commitment,  its  implement- 
ation in  reality  remains  to  be  seen 
as  concerted  efforts  to  fight  terrorism 
in  this  particular  part  of  the  world 
still  need  to  be  nurtured  in  practice, 
which  requires  stronger  political  will 
and  resources. 
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Indeed,  those  points  above  are  clearly 
reflected  in  the  Chairman's  press  state- 
ment of  the  Summit,  which  also  stresses 
that  an  initiative  towards  an  ASEAN 
community  is  consisted  of  four  parti- 
cular themes,  namely:  (1)  collaboration 
with  the  Greater  Mekong  Sub-region 
Program  to  accelerate  ASEAN  integra- 
tion; (2)  ASEAN  as  a  single  tourist  des- 
tination; (3)  ASEAN  solidarity  for 
peace  and  security,  especially  in  the 
fights  against  terrorism;  and  (4)  bold 
steps  in  sustainable  natural  resource 
management,  including  ratification 
of  the  Kyoto  Protocol  by  all  ASEAN 
members. 

Despite  all  progresses  the  Association 
has  been  making  so  far,  as  they  were 
reflected  in  the  results  of  the  last 
summit,  yet,  ASEAN  is  still  facing  a 
set  of  challenges  and  indeed  fierce 
criticisms  from  inside  and  outside  the 
region.  Those  challenges  are  widely 
ranging  from  the  way  ASEAN  responds 
to  the  changing  global  and  regional 
political  as  well  as  economic  dynamics 
to  a  more  fundamental  issue  of  re- 
forming the  institution  and  its  principal 
mechanisms  and  principles. 

In  that  regard,  it  is  widely  believed 
that  ASEAN  is  now  undergoing  the  se- 
cond soul-searching  process,  after  the 
first  one  which  took  place  during  the 
first  decade  of  its  establishment.  During 
the  first  formative  decade,  ASEAN  as 
an  entity  had  successfully  managed  to 
lay  down  a  set  of  institutional  found- 
ations and  installing  basic  principles 
and  tenets,  which  eventually  became  the 
Association's  primary  guidance  in  man- 
aging its  internal  and  external  relations. 


However,  changes  in  the  world  pol- 
itics, where  democracy  and  human 
rights  are  among  its  main  themes, 
brought  about  some  significant  im- 
pacts on  the  mode  and  practice  of  inter- 
state relations  at  both  global  and  re- 
gional levels.  Countries  and  regional 
institution,  such  as  ASEAN,  are  com- 
pelled to  adjust  and  fit  itself  to  the 
new  rules  of  the  game,  which  in  many 
instances  seemingly  contradict  with 
their  tenets  and  institutional  customary 
praccice.  At  this  juncture,  ASEAN  is 
obviously  undergoing  a  second  pro- 
cess of  soulsearching,  which  is  to  find 
its  role  and  position  at  the  global  and 
regional  level,  without  necessarily 
sacrificing  its  own  existence  and  in- 
dependence. 

The  process  itself  encompasses 
not  only  the  need  to  re-examine  the 
whole  institutional  mechanisms,  prin- 
ciples and  common  practice,  but  also 
on  efforts  to  keep  ASEAN  relevant  — 
and  remains  meaningful  in  contemp- 
orary international  and  regional  re- 
lations. The  latter  includes  the  pro- 
cess and  strategy  of —  including  rat- 
ionale behind  its  efforts  to  having  a 
firm  and  stable  relationship  with  its 
Northeast  Asian  partners  in  the  form 
of  ASEAN+3,  or  East  Asian  co-opera- 
tion as  it  is  widely  called  recently. 

Indeed,  one  of  the  most  important 
and  crucial  agendas  for  ASEAN  in  the 
near  future  is  the  realization  of  its  com- 
mon aspiration  to  build  and  strengthen 
a  closer  relation  with  countries  in  North- 
east Asia,  both  on  political  and  more 
significantly  economic  sectors.  The 
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strategic  importance  of  relationship  be- 
tween ASEAN  and  Northeast  Asian 
countries  is  in  itself  evident,  especially 
with  the  growing  might  of  China  in 
economic  activities,  following  its  entry 
na  World  Trade  Organization  (WTO). 
In  that  regard.  East  Asian  co-operation 
serves  as  an  avenue  for  ASEAN  to  get 
as  much  benefits  as  possible  from  the 
Chinese  economy,  which  is  rapidly 
grown  and  expanded  in  the  last  ten 
years  or  so.  For  China,  like  for  any 
other  economies  in  East  Asia,  its  eng- 
agement with  ASEAN  economies  will 
not  only  give  them  economic  benefits 
in  the  form  of  market  penetration  to 
Southeast  Asia,  but  also  provide  them 
a  rare  opportunity  to  having  a  political 
vehicle  that  might  be  useful  in  resolv- 
ing some  political  and  security  prob- 
lems that  exist  between  China  and 
ASEAN  countries. 

Japan,  on  the  other  hand,  is  still 
suffering  from  a  serious  problem  of 
self-confidence  and  disarray  in  under- 
taking its  domestic  reform  which  is 
essentially  necessary  in  moving  the 
economy  back  on  the  right  track,  and 
thus,  ending  a  decade  of  recession. 
However,  while  Japan  is  still  striving 
to  maintain  its  status  as  the  biggest 
economy  in  the  region,  yet,  she  is  still 
faced  with  critical  exigencies,  not  only 
to  maintain  her  economic  supremacy 
in  the  world  and  in  the  region,  which 
was  constantly  challenged  by  her 
neighbouring  economy  of  China,  but 
also  to  provide  a  clear  signal  to  her 
own  business  communities  and  to 
the  outside  world  about  its  path  of 
political  and  economic  reform  at 
home,  and  thus,  securing  its  economic 


supremacy  in  the  world  and  the  re- 
gion. Obviously,  Tokyo's  enthusiasm  in 
promoting  the  regional  co-operation 
and  actively  supporting  the  economies 
of  Southeast  Asia  is  part  of  Japanese 
grand  strategy  in  the  region,  and  that 
provides  ASEAN  with  an  opportunity 
to  play  its  role  properly,  both  as 
Japan's  strategic  economic,  and  more 
obviously  political  partner. 

Moreover,  on  the  issue  of  estab- 
lishing a  closer  co-operation  within 
the  framework  of  ASEAN+3,  leaders  of 
ASEAN  and  Northeast  Asian  countries 
also  welcomed  the  reports  and  recom- 
mendations of  the  East  Asia  Study 
Group  (EASG),  a  study  group  which 
consists  of  thirteen  goverrunent  officials 
plus  the  Secretary  General  of  ASEAN, 
and  was  officially  established  on  17 
March  2001  in  Ho  Chi  Minh,  Vietnam. 
The  initiative  and  main  ideas  to  es- 
tablish EASG  came  from  President  Kim 
Dae-jung  of  the  Republic  of  Korea,  and 
actually  aired  — and  latter  on  agreed — 
at  the  Singapore  Summit  on  24  No- 
vember 2000.  The  primary  mandate 
of  EASG  is  to  conduct  a  study  and  an 
assessment  on  the  recommendations 
proposed  by  the  East  Asia  Vision 
Group  (EAVG)  —  a  group  of  eminent 
intellectuals  to  envision  the  idea  of 
ASEAN+3  and  to  study-  its  possibility. 
More  importantly,  EASG  is  also  tasked 
to  propose  a  practical  number  of  con- 
crete and  realistic  measures  that 
should  be  given  high  priority,  and 
commissioned  to  explore  the  idea  and 
implications  of  an  East  Asian  Summit. 

Based  on  the  Report  of  EASG,  which 
recommends  — among  other  things — 
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'the  evolution  of  the  annual  summit 
meetings  of  ASEAN  plus  Three  into  the 
East  Asian  Summit  (EAS)/  leaders  have 
expressed  their  willingness  to  explore 
the  phased  evolution  of  the  ASEAN+3 
summit  into  an  East  Asian  summit. 
Indeed,  while  there  was  a  general 
understanding  on  the  importance  of 
having  EAS,  and  other  forum,  such 
as  the  East  Asia  Forum  (EAF)  proposed 
by  Korea  as  a  means  to  enhance  co- 
operation in  East  Asia,  it  was  observed 
that  some  countries,  especially  in  South- 
east Asia,  insisted  that  EAS  should 
not  diminish  the  relevance,  and  indeed, 
strategic  importance  of  ASEAN  in  the 
overall  framework  for  co-operation. 
Singapore  and  Vietnam,  for  instance, 
strongly  urge  that  the  process  to  streng- 
then ASEAN+3  and  East  Asian  co- 
operation must  be  conducted  through 
a  gradual  and  building-block  approach. 
Thus,  the  process  must  not  be  too  fast, 
in  order  to  ensure  ASEAN's  capacity 
to  catch  up  with  the  whole  process. 
Therefore,  Singapore  proposed  that  the 
Summit  be  held  once  every  ten  years. 

The  study  group  also  proposes  a 
set  of  foundational  principles  for  EAS. 
Those  principles  are  as  follows: 

•  East  Asian  co-operation  is  inevitable 
and  necessary; 

•  ASEAN  should  remain  the  driving 
force  of  East  Asian  co-operation; 

•  Deeper  integration  of  an  East  Asian 
community  is  beneficial  and  de- 
sirable; 

•  Integration  in  East  Asia  will  evolve 
over  time  as  these  countries  consol- 
idate the  coherence,  efficiency,  and 


progress  of  the  ASEAN+3  frame- 
work; 

•  An  EAS  is  a  desirable  long-term 
objective,  but  it  must  be  part  of  an 
evolutionary  process  that  builds 
on  the  substantive  comfort  levels 
of  the  existing  ASEAN+3  framework; 
and, 

•  There  should  be  continuing  discus- 
sions to  bridge  the  spectrum  of 
views,  in  particular  the  following 
concerns,  to  forge  greater  under- 
standing of  the  purpose  and  di- 
rection of  East  Asian  co-operation, 
and  to  explore  ways  to  advance  the 
process.  The  group  urges  each 
country  involved  to  formulate  and 
produce  a  sort  of  individual  action 
plan,  which  aimed  at  advancing 
and  strengthening  their  commit- 
ments and  strategy  towards  the  re- 
gional integration  of  East  Asia. 

In  that  regard,  Phnom  Penh  Sum- 
mits had  undoubtedly  provided  an 
important  milestone  for  the  process 
of  regional  integration  in  East  Asia. 
However,  amidst  talks  and  dialogues 
on  how  to  formulate  the  best  stra- 
tegy in  implementing  all  agreements 
reached  between  ASEAN  and  its  part- 
ners in  East  Asia,  yet,  it  seemed  that 
there  are  no  substantial  and  bold 
measures  taken  by  both  ASEAN  and  its 
partners  to  put  more  flesh  to  the  co-op- 
eration. Instead  of  having  a  unified 
East  Asia,  some  countries  seemed  to 
prefer  a  more  bilateral-based  relation. 
This  had  been  clearly  evident  in  the 
case  of  ASEAN-China  Free  Trade 
Agreement  (ACFTA)  with  the  signing 
of  ASEAN-China  Framework  Agree- 
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ment  on  Comprehensive  Economic  Co- 
operation, as  well  as  in  the  ASEAN- 
Japan  Comprehensive  Economic  Partner- 
ship (CEP). 

Many  governments,  however,  believe 
that  this  bilateral-based  strategy  may 
accelerate  the  process  of  regional  in- 
tegration of  Southeast  and  Northeast 
Asia,  but  observers  remain  anxious  if 
such  a  process  could  indeed  contri- 
bute to  the  realization  of  regional  co- 
operation in  the  form  of  East  Asian 
co-operation..  Nonetheless,  as  strongly 
reckoned  by  both  EAVG  and  EASG, 
the  form  of  bilateral  and  sub-regional 
Free  Trade  Areas  (FTAs)  may  in  fact 
boost  the  trade  and  all  forms  of  eco- 
nomic transactions  in  the  region,  thus, 
contribute  to  the  process  of  regional 
integration  in  general.  Indeed,  both 
groups  also  stress  that  it  is  desirable 
that  the  implementation  processes  of 
bilateral  and  sub-regional  FTAs  in  East 
Asia  be  made  transparent  as  much 
as  possible  by  countries  involved  un- 
der the  framework  of  ASEAN+3  con- 
sultations. 

As  the  process  of  East  Asian  in- 
tegration seemed  to  take  place  smoothly, 
where  governments  in  the  region  sound 
optimistic  about  the  positive  results 
that  might  be  accrued  from  the  >vhole 
process,  challenges  and  problems  re- 
main in  place.  Due  to  its  current  un- 
favourable state  of  economics  and 
politics,  ASEAN  is  even  faced  with 
more  difficult  and  delicate  problems. 
More  critically,  ASEAN,  while  facing 
a  greater  challenge  to  become  the 
driving  force  for  East  Asian  co-opera- 
tion as  envisaged  and  reiterated  in  its 


numerous  summits,  is  yet  unified  in 
agreeing  the  best  strategy  and  policy 
to  engage  its  partners  in  Northeast  Asia. 
Some  countries  prefer  to  have  a  total 
economic  and  political  engagement 
through  various  economic  co-operation 
and  agreements,  while  some  remain 
sceptical  if  ASEAN  is  able  to  retain 
its  importance  and  centrality  provided 
the  fact  that  ASEAN  economy  is  much 
less  inferior  compared  with  those  of 
the  Northeast  Asian. 

At  this  point,  some  ASEAN  coun- 
tries view  the  entry  of  India  into  the 
whole  framework  of  co-operation  as 
the  strategic  means  to  balance  the  in- 
fluence of  Northeast  Asian  countries, 
which  are  much  superior  compared  to 
those  in  Southeast  Asia.  This  had  been 
clearly  reflected  in  an  analogy  made  by 
the  Prime  Minister  Goh  Chok  Tong  of 
Singapore,  who  believes  that  'if  ASEAN 
is  a  fuselage  of  an  aircraft,  and  North- 
east Asian  economies  serve  as  one 
wing  of  the  aircraft,  then  India's  eng- 
agement with  Southeast  Asia  is  — 
and  should  be  viewed  as  the  other 
wing,  which  made  the  aircraft  opera- 
tional and  stable.' 

Obviously,  the  analogy  seemed  to 
be  too  simplistic,  and  rather  unrealistic 
because  India's  economy  cannot  by  all 
standards  match  those  of  the  Northeast 
Asia,  and  New  Delhi's  limited  engage- 
ment with  Southeast  and  Northeast 
Asian  countries  so  far  has  made  India 
less  significant  — and  much  less  de- 
terminant—  in  shaping  economic  and 
political  dynamics  in  East  Asia,  and 
vice  versa.  It  is  clear  that  India's  stra- 
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tegic  importance  in  counter-balancing 
the  overwhelming  influence  of  North- 
east Asia  —  China  in  particular,  in 
the  sub-region  of  Southeast  Asia  re- 
mains to  be  seen.  Yet,  the  ASEAN- 
India  Summit  in  Phnom  Penh  served 
as  a  catalyst  and  significant  milestone 
for  a  closer  co-operation  between  the 
two  parties. 

Nonetheless,  ASEAN  must  be  aware 
that  an  ASEAN-Indian-Northeast  Asia 
relationship  is  a  delicate  one,  provided 
the  nature  of  competition  especially 
between  India  and  China  in  the  re- 
gion. Handling  such  a  delicate  link 
absolutely  requires  a  higher  degree  of 
sensitivity,  and  indeed,  diplomatic 
skills.  Otherwise,  ASEAN  will  only  be 
sandwiched  between  the  two  com- 
peting regional  powers,  and  that 
would  eventually  diminish  ASEAN 
strategic  position  and  existence.  At 
this  point,  ASEAN  might  play  its 
strategic  interlocutory  roles  to  striking 
a  balanced  and  healthy  relationship 
within  the  framework  of  East  Asian 
co-operation,  but  at  the  end,  its  cre- 
dibility and  voice  will  be  determined 
by  how  well  ASEAN  manages  its 
second  soul-searching  process,  and 
thus,  put  its  house  in  order,  and  that 
is  indeed  a  tall-order  for  the  Associ- 
ation. 

Putting  the  house  in  order  not 
only  means  that  each  and  every  mem- 


ber of  ASEAN  must  be  able  to  ensure 
its  domestic  stability  and  continue 
with  its  political,  economic  and  social 
developments  per  se,  but  also  implies 
an  urgency  for  ASEAN  to  collectively 
to  improve  and  re-strengthen  its  in- 
stitutional performance  and  credibility. 
It  is  widely  believed  recently  that  the 
latter  can  be  pursued  if  ASEAN  is 
unified,  and  willing  to  re-examine  its 
basic  problems  including  its  mechan- 
ism for  decision-making,  institutional 
development  to  include,  among  many 
other  things,  the  strengthening  of 
ASEAN  Secretariat,  and  formulating 
a  renewed  consensus  on  what  con- 
stitutes an  ASEAN  basic  principle  and 
tenet  of  non-intervention.  In  the  end, 
new  vision  to  become  an  ASEAN 
community  must  be  introduced,  and 
this  absolutely  requires  a  strong  po- 
litical will  and  support  from  each  and 
every  member. 

While  ASEAN  continues  its  strife 
to  integrate  itself  with  the  Northeast 
Asian  economies,  the  Association  must 
not  overlook  those  basic  internal 
problems.  In  that  regard,  the  in- 
coming ASEAN  Summit,  to  be  held 
in  Bali,  will  be  a  proper  venue  for 
the  leaders  of  ASEAN  to  frankly  dis- 
cuss those  basic  issues  and  problems. 
Indeed,  this  would  be  a  challenging 
task  for  Indonesia  as  the  host  of 
the  9tli  ASEAN  Summit  this  year. 
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Political  and  Security  Dimension  of 
Indonesia-Cambodia  Relations'^ 

C.P.F.  Luhulima 


INDONESIAN-Cambodian  political 
and  security  cooperation  in  the 
ASEAN  context  started  at  the  spe- 
cial ASEAN  foreign  ministers  meeting 
in  Bangkok  in  January  1979.  Vietnam's 
invasion  of  Cambodia  at  Christmas 
1978  to  topple  the^  Khmer  Rouge  Gov- 
ernment prompted  Indonesia's  foreign 
minister  at  the  time,  Mochtar  Kusu- 
maatmadja,  to  call  an  emergency  meet- 
ing in  Bangkok.  "1  was  confident", 
he  admitted,  "that  we  could  not  have 
done  otherwise."^  This  statement  was 
followed  by  hectic  ASEAN  initiatives 
to  settle  the  Cambodian  conflict,  not 
only  at  the  ministerial  level  but  also 
at  the  level  of  heads  of  government, 
albeit  only  those  of  Indonesia  and 
Malaysia. 

Indonesia's  President,  Soeharto,  and 
Malaysian  Prime  Minister,  Datuk  Hus- 
sein Onn,  in  their  Kuan  tan  meeting  in 


*Revised  version  of  a  paper  delivered  at 
a  one-day  "Seminar  on  Indonesian-Cam- 
bodian Diplomatic  Relations:  Four  Decades 
of  Achievement  and  Future,"  The  Govern- 
ment Palace,  Phnom  Penh,  27  February  2003. 

'Quoted  in  James  NB  Luhulima,  Asia 
Tenggara  dan  Negara  Luar  Kawasan  yang  Mem- 
pengaruhinya.  Pendekatan  Politik  dan  Keatnanan, 
Jakarta:  PT  Grasindo,  1998,  p.  46. 


March  1980  agreed  on  what  was  offici- 
ally described  as  a  principle  to  clear 
up  the  conflict,  which  became  known 
as  the  Kuantan  Principle.  The  basic  idea 
is  that  Vietnam  should  not  continue 
to  be  under  Soviet  influence,  nor 
should  it  fall  into  China's  grip.  The 
Kuantan  Principle  was  essentially  a 
reiteration  of  the  ZOPFAN  declaration 
with  special  reference  to  Cambodia.  It 
was  a  reiteration  of  "a  zone  of  peace, 
freedom  and  neutrality,  free  from  any 
form  or  manner  of  interference  by  out- 
side powers."  It  was  deeply  rooted  in 
Indonesian  and  Malaysian  foreign 
policy  of  non-alignment  and  was  the 
two  leaders'  prescription  to  solve  the 
Cambodian  problem.  Both  Soeharto 
and  Hussein  Onn  expressed  their 
concern  over  the  Soviet  role  in  mani- 
pulating Vietnamese  overtures  in  Cam- 
bodia while  simultaneously  recogn- 
izing Vietnam's  security  concerns  vis- 
h-vis  China.  They  declared  that  to 
bring  peace  in  the  region,  both  the 
Soviet  Union  and  China  must  dis- 
tantiate  themselves  from  affairs  of  the 
region.^ 


^C.P.F.  Luhulima,  "The  Kampuchean 
Issue  Revisited,"  The  Indonesian  Quarterly, 
XIV/4,  1986,  p.  589;  K.  Das,  "The  Kuantan 
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The  Kuantan  principle  had  later 
been,  in  Mochtar  Kusumaatmadja's 
words,  "reinterpreted  to  mean  that, 
instead  of  mentioning  certain  big  po- 
wers, it  refers  to  all  outside  powers' 
influence  without  mentioning  any  name. 
If  you  bring  it  back  to  that  interpre- 
tation, then  of  course  there  is  no  ob- 
jection to  the  Kuantan  principle  because 
it  amounts  to  the  same  thing  as  Zopfan." 
For  Mochtar,  "it  was  the  specific  men- 
tion of  the  Soviet  Union  and  China  that 
was  unnecessary  and  got  the  Viet- 
namese excited."^ 

Vietnam's  invasion  of  Cambodia  had 
meant  a  setback  for  ASEAN  in  its  ef- 
forts to  structure  their  relations  with 
the  major  powers.  The  solution  of  the 
Cambodian  problem  was  extremely 
"vital  to  the  implementation  of 
ZOPFAN  which  will  contribute  to 
the  peace  and  security  of  the  South- 
east Asia  region  and  ensure  that  for 
all  states  in  the  region  their  independ- 
ence and  sovereignty  and  freedom 
from  foreign  interference.'"*  Soeharto's 
keynote  address  at  the  17th  Annual 


principle:  A  message  with  important  im- 
plications for  regional  diplomacy  emerges 
from  talks  between  the  leaders  of  Malaysia 
and  Indonesia,"  PEER,  Vol.  108,  No.  15, 
4/10  Apr  1980,  12. 

^Nayan  Chanda,  "Interview  Mochtar 
Kusumaatmadja,  New  patterns  in  a  ka- 
leidoscope," PEER,  Vol.  110,  No.  43,  17/23 
Oct  1980,  42. 

*]oint  Communique  of  the  Thirteenth  For- 
eign Ministers  Meeting,  Kuala  Lumpur,  25- 
26  June  1980,  Para  21,  http:/ /www.a.seansec. 
org /36 79.htm.  accessed  18  February  2003. 


Ministerial  Meeting  in  Jakarta  (1984) 
contained  an  unequivocal  reminder: 

ASEAN  has  firmly  determined  not  to 
allow  itself  to  become  an  area  of  conflict 
between  the  superpowers  which  is  de- 
finitely against  our  interest.  For  this  re- 
ason, therefore,  ASEAN  must  continue  to 
reflect  the  resolve  of  its  member  states  to 
chart  and  determine  their  own  future.  ... 
It  is  also  for  this  reason  that  ASEAN  is 
determined  to  establish  this  region  as 
a  zone  of  peace,  freedom  and  neutrality. 
It  is  in  this  framework  that  we  cannot 
remain  indifferent  towards  a  situation 
that  disrupts  the  stability  and  peace  in 
our  region.^ 

The  Kuantan  Principle  had  never  be- 
come an  ASEAN  position  as  a  con- 
sequence of  Thai  opposition.  Indonesia 
and  Malaysia's  view  on  regional  po- 
litics never  changed  substantially.  Big 
power  interference  in  Southeast  Asia 
as  the  major  problem  should  therefore 
be  formulated  into  a  strategy. 

ASEAN's  policy  of  ZOPFAN  has  as 
presumptive  goal  the  insulation  of  the 
region  from  great  power  conflict.  It  is  a 
concept  that  aims  at  reducing  or  res- 
tricting the  level  and  intensity  of  big 
powers  intervention,  while  acknow- 
ledging their  legitimate  interests  and 
thus  allowing  their  commensurate  in- 
volvement. Over  the  years  the  concept 
had  evolved  to  become  a  prescription 
for  achieving  a  regional  balance  of 
power.  This  is  reflected  in  the  amend- 
ments made  to  the  Treaty  of  Amity 


M7th  ASEAN  Ministerial  Meeting  and 
Post-Ministerial  Meeting  with  the  Dialogue 
Countries,  Jakarta,  9-12  July  1984,  p.  11. 
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and  Cooperation  in  Southeast  Asia  on 
December  15,  1987  inviting  the  major 
powers  to  cooperate  on  the  mainten- 
ance of  security  and  stability  in  the 
region. 

The  core  elements  of  ZOPFAN  are 
the  strategy  of  national  and  regional 
resilience,  which  consist  of  national 
and  regional  resilience  comprising  the 
various  dimensions  of  national  life: 
ideological,  political,  social,  cultural, 
science  and  technology  and  security 
and  defense.  National  and  regional 
resilience,  for  Indonesia  in  particular, 
are  the  most  pertinent  responses  to- 
wards challenges^both  from  inside  the 
region  and  beyond.  National  resilience 
ensures  internal  security  and  stability, 
while  regional  resilience  ensures  re- 
gional security  and  stability.  Their 
purposes  are  to  ensure  the  region's 
security  from  external  interference  as 
well.  Hence,  for  Indonesia  in  parti- 
cular, ZOPFAN,  the  Treaty  of  Amity 
and  Cooperation,  its  legal  instrument, 
and  the  SEANWFZ,  its  military  com- 
ponent, are  the  major  pillars  of  the 
ASEAN  and  Southeast  Asian  security 
architecture.  Their  im.mediate  realiza- 
tion is  requisite  in  order  to  provide 
the  region  with  indigenous  security 
architecture  "within  which  the  legiti- 
mate interests  of  regional  and  great 
powers  alike  can  be  safeguarded."* 

For  the  cocktail  party  and  JIM  I  and 
JIM  II  to  succeed  on  the  basis  of  the 


^Confidence  Building  Measures  in  South- 
east Asia,  ASEAN-ISIS  Memorandum  No. 
5,  December  1993,  p.  11. 


Ho  Chi  Minh  City  Agreement  (29  July 
1989),  Mochtar  Kusumaatmadja  real- 
ized that  the  settlement  of  the  Cam- 
bodian issue  could  only  have  suc- 
ceeded by  involving  the  major  powers, 
and  could  hence  not  be  isolated  from 
the  power  game  of  the  major  powers.'' 
Mochtar's  attempt  to  link  the  Cam- 
bodian conflict  to  the  normalization 
of  United  States-Vietnam  relations 
and  to  the  permanent  members  of 
the  UN  Security  Council  resulted  in 
the  Paris  International  Conference  on 
Cambodia  (30  July-30  August  1989).  It 
became  the  start  of  a  new  trend  in  the 
build-up  of  peace,  stability  and  pros- 
perity in  Southeast  Asia,  involving  the 
major  players  in  regional  peace  and 
security. 

The  reactivation  of  ZOPFAN  itself 
at  the  26th  AMM  in  Singapore  (1993) 
as  a  follow-up  of  the  decision  taken 
at  the  1992  Singapore  Summit,  fol- 
lowing the  settlement  of  the  issue  of 
Cambodia,  resulted  in  a  Programme  of 
Action  for  ZOPFAN.  The  Programme 
comprises  certain  major  elements,  such 
as  Strengthening   the  bilateral  and 
trilateral  networks  among  all  South- 
east Asian  countries;  the  development 
of  a  code  of  conduct  which  binds 
Southeast  Asian  countries  and  those 
contiguous  to  the  region  through  the 
Treaty  of  Amity  and  Cooperation;  to 
develop  a  politico-security  blue-print  to 
enable  friendly  countries  to  assist  in 
the  build-up  of  peace,  stability  and 
prosperity  in  Southeast  Asia,  and  the 
development  of  a  framework  to  achieve. 


^See  also  James  NB  Luhulima,  p.  72. 
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sustain  and  build  up  peace  in  accord- 
ance with  the  Charter  of  the  United 
Nations. 

The  ASEAN  Heads  of  Government 
in  1992  simultaneously  proclaimed 
their  intent  to  intensify  ASEAN's  ex- 
ternal dialogues  in  political  and  se- 
curity matters  as  a  means  of  building 
cooperative  ties  with  states  in  the  Asia- 
Pacific  region.  This  intent  resulted  in 
the  ASEAN  Regional  Forum  whose 
first  meeting  was  held  in  Bangkok  on 
25  July  1994  with  the  succinct  purpose 
of  fostering  "the  habit  of  constructive 
dialogue  and  consultation  of  political 
and  security  issues  of  common  interest 
and  concern"  and  "make  significant 
contributions  to  efforts  towards  con- 
fidence-building and  preventive  di- 
plomacy in  the  Asia-Pacific  region."* 
This  is  a  logical  consequence  of  the 
settlement  of  the  Cambodian  conflict 
and  the  global  changes  in  the  po- 
litical and  security  configuration. 

Although  the  ARF  has  endorsed 
the  purposes  and  principles  of  the 
Treaty  of  Amity  and  Cooperation  as  the 
code  of  conduct  ("governing  relations 
between  states  and  a  unique  diplomatic 
instrument  for  regional  confidence- 
building,  preventive  diplomacy,  and 
political  and  security  cooperation"'), 


'Chairman's  Statement  of  the  First 
ASEAN  Regional  Forum,  Bangkok,  25  July 
1994,  http://www.aseansec.org/3621.htm. 
accessed  19  February  2003. 

'Chairman's  Statement  of  the  First 
ASEAN  Regional  Forum,  Bangkok,  25  July 
1994,  Para  6;  http://www.aseansec.org/ 
2S25htnL  accessed  20  January  2003. 


ASEAN,  particularly  Indonesia,  was 
not  agreeable  to  apply  the  Treaty  of 
Amity  and  Cooperation  in  Southeast 
Asia  in  its  entirety,  as  an  international 
code  of  conduct,  even  though  it  was 
amended  in  1987  by  two  articles  that 
allows  non-Southeast  Asian  countries 
to  become  party  to  the  Treaty.  It  was 
argued  that  allowing  outside  countries 
to  become  party  to  the  Treaty  would 
enable  them  to  intervene  in  South- 
east Asian  affairs  in  the  process  of  the 
pacific  settlement  of  disputes. 

The  Protocol  Amending  the  Treaty  of 
Amity  and  Cooperation  of  December  15, 
1987  allows  for  accession  of  states  out- 
side Southeast  Asia  only  "by  the  con- 
sent of  all  the  States  in  Southeast  Asia, 
which  are  signatories  to  this  Treaty 
and  Brunei  Darussalam."  This  was 
further  amended  in  1998  incorporat- 
ing ASEAN's  new  members.  The  Second 
Protocol  Amending  the  Treaty  of  Amity 
and  Co-operation  in  Southeast  Asia,  signed 
in  Manila,  Philippines,  on  25  July  1998 
amended  Article  18,  Paragraph  3,  of 
the  Treaty  to  read  as  follows: 

"States  outside  Southeast  Asia  may  also 
accede  to  this  Treaty  with  the  consent  of 
all  the  States  in  Southeast  Asia,  namely, 
Brunei  Darussalam,  the  Kingdom  of  Cam- 
bodia, the  Republic  of  Indonesia,  the  Lao 
People's  Democratic  Republic,  -Malaysia, 
the  Union  of  Myanmar,  the  Republic  of 
the  Philippines,  the  Republic  of  Singapore, 
the  Kingdom  of  Thailand  and  the  Socialist 
Republic  of  Vietnam." 

Non-Southeast-Asian  countries  can 
only  sit  in  the  High  Council  "in  cases 
of  disputes  to  which  it  is  directly  in- 
volved". This  is  a  sharpening  of  Article 
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16  of  the  Treaty,  which  allows  States 
outside  the  region  to  involve  themselves 
legitimately  in  Southeast  Asian  affairs. 

The  amendment  was  made  in  ac- 
cordance to  paragraph  5  of  the  pre- 
amble of  the  Treaty  of  Amity  and  Co- 
operation in  Southeast  Asia,  which  refers 
to  "the  need  for  cooperation  with  all 
peace-loving  nations,  both  within  and 
outside  Southeast  Asia,  in  the  further- 
ance of  world  peace,  stability  and 
harmony."  Hence,  ASEAN  will  have 
to  stipulate  on  what  terms  that  consent 
can  be  provided.  The  formulation  of 
an  additional  protocol  to  the  Treaty 
will,  it  is  argued/^retain  its  legal  char- 
acter and  will  thus  bind  the  major 
powers  legally  to  their  conunitments. 

If  Cambodia  was  instrumental  in 
the  reinvigoration  of  ZOPFAN  and  the 
Treaty  of  Amity  and  Cooperation  in  South- 
east Asia,  it  is  proper  to  expect  Cambo- 
dia to  work  out  the  Phnom  Penh  Agenda 
Towards  a  Community  of  Southeast  Nations, 
specifically  Point  4,  i.e.  "ASEAN  sol- 
idarity for  peace  and  security,  especi- 
ally in  the  fight  against  terrorism,"  as 
specified  at  the  8th  ASEAN  Summit  in 
Cambodia.'" 

Cambodia  already  accessed  the 
Agreement  on  Information  Exchange  and 
the  Establishmeni  of  Communication 
Procedures  as  regards  terrorism  and 
transnational  organized  crime  among 


'"Press  Statement  by  the  Chairman  of 
the  8th  ASEAN  Summit,  the  ASEAN  +  3 
Summit  and  the  ASEAN-China  Summit, 
Phnom  Penh,  Cambodia,  4  November  2002. 


Indonesia,  Malaysia  and  the  Philip- 
pines (May  7,  2002)  on  July  30,  2002. 
And  the  22nd  ASEANOPOL  Meeting 
in  Phnom  Penh  (28-30  May  2002)  was 
held  to  devise  "ways  of  working  toget- 
her in  their  fight  against  terrorism." 

Meanwhile,  the  globalisation  process, 
accelerated  and  intensified  by  the  spread 
of  the  information  and  communication 
technology,  has  brought  about  a  para- 
digm shift  in  international  politics, 
from  a  state-centric  to  a  more  human- 
centric  configuration,  where  the  up- 
holding of  human  rights,  democracy 
and  good  governance  predominates. 
What  Indonesia  and  Cambodia  as 
well  as  the  other  ASEAN  members 
should  guard  against  is  that  the  para- 
digm shift  from  state-centric  to  a 
human-centric  paradigm  brought  about 
by  the  globalization  process  should  not 
be  compromised  as  a  consequence  of 
the  fight  against  terrorism.  Of  all  the 
ASEAN  nations,  it  is  Cambodia  that 
had  suffered  most  from  human  rights 
violations.  Hence,  it  is  only  opportune 
that  Cambodia  and  Indonesia  initiate 
efforts  to  devise  a  new,  additional  code 
of  good  conduct  aside  from  the  Treaty 
of  Amity  and  Cooperation  in  Southeast 
Asia,  which  represents  the  concept  of 
state  security,  to  reflect  the  paradigm 
shift  in  international  politics  from  an 
undisputed  state-centric  to  a  more 
human-centric  paradigm.  National, 
sovereignty  remains  the  highest  prin- 
ciple in  inter-state  relations,  but  Indo- 
nesia and  Cambodia  should  formulate 
the  drive  for  democracy  and  human 
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rights  into  the  Treaty  to  incorporate 
the  new  mindset  of  international  and 
regional  politics.  The  Treaty  should 
incorporate  clauses  like: 

•  Human  rights  are  a  direct  expres- 
sion of  the  dignity  of  the  human 
person  as  proclaimed  in  the  Charter 
of  the  United  Nations  and  in  the 
Universal  Declaration  of  Human 
Rights; 

•  That  a  State  acting  in  breach  of  its 
obligations  in  the  sphere  of  huinan 
rights  cannot  evade  its  interna- 
tional responsibility  by  claiming 


that  such  matters  are  essentially 
within  its  domestic  jurisdiction; 

•  That  States,  acting  individually  or 
collectively,  are  entitled  to  take 
diplomatic,  economic  or  other  act- 
ions towards  any  other  State  within 
the  Community  of  Southeast  Asia 
Nations,  which  has  violated  the 
principle  of  human  dignity,  pro- 
vided such  measures  are  permit- 
ted under  international  law  and 
do  not  involve  the  use  of  armed 
force  in  violation  of  the  Charter  of 
the  United  Nations. 


Malaysia  and  Indonesia:  Meeting  the 
Challenges  in  A  Globalized  World"^ 

Dato '  Seri  Rafidah  Aziz 


THE  process  of  globalization 
has  clearly  impacted  all  eco- 
nomies of  the  world;  and  to- 
day, the  dismantling  and  removal  of 
economic  and  market  barriers  have 
resulted  in  the  "universalization"  of 
values,  ideas,  polities  and  markets. 
This  has  caused  increasjed  pressure 
to  apply  universal  standards  and 
norms,  and  universal  rules,  in  as 
many  areas  as  possible,  ranging  from 


*Text  of  Public  Lecture  organized  by 
CSIS  in  cooperation  with  Pacific  Basin  Eco- 
nomic Council  (PBEC),  Borobudur  Hotel, 
26  February  2003. 


corporate  governance  to  politics  and 
to  trade  regimes. 

The  economic  and  political  majors 
have  succeeded  in  many  ways  to  im- 
pose their  version  and  their  idea  of 
what  these  universal  standards  should 
be,  for  example  their  perception  of  de- 
mocracy, their  idea  of  market  com- 
petition, and  their  idea  of  what  the 
new  world  order  should  be  —  whether 
economic  or  political. 

In  fact,  September  11  has  given  rise 
to  another  element,  namely  the  charac- 
terization of  terrorists  as  being  Mus- 
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lims,  which  has  now  brought  negative 
repercussions  to  countries  like  Indo- 
nesia and  Malaysia.  Therefore,  global- 
ization has  taken  on  new  dimensions; 
and  unless  properly  understood  and 
managed  by  countries  and  govern- 
ments, it  can  erode  the  sovereignty  of 
those  countries  and  their  peoples. 
Globalization  is  no  longer  purely  an  is- 
sue of  the  market  place,  or  of  the  dis- 
mantling of  market  barriers,  as  there 
continue  to  be  efforts  to  apply  global 
dictates  on  individual  economies  and 
countries. 

For  countries  which  trade  glob- 
ally, market  opening  or  liberalization 
is  key  to  trade  expansion.  Similarly 
when  countries  vie  for  and  depend 
upon  Foreign  Direct  Investments,  they 
must  subscribe  to  the  globalization 
process  in  order  to  encourage  in- 
vestors to  use  them  as  regional  or 
global  bases  for  their  operations.  In 
fact,  it  is  important  that  these  coun- 
tries continue  to  feature  in  the  global 
operations  of  multinationals;  and  their 
domestic  policies  must  be  investor- 
friendly  and  fit  well  into  the  investors' 
global  scheme  of  things. 

With  the  emergence  of  new  com- 
petitors, such  as  China,  the  effort  to 
remain  relevant  in  the  global_supplier 
chain  and  the  global  production  net- 
work, has  become  more  daunting.  Not 
only  are  costs  an  important  consider- 
ation, but  new  yard-sticks  are  also 
being  increasingly  applied,  such  as 
care  for  the  environment,  labor  welfare 
and  even  political  governance.  Need- 
less to  say  such  yardsticks  apply  to 


the  values  upheld  by  the  economic 
majors,  and  failure  to  comply  can  deny 
a  country's  exports  the  much  needed 
market  access. 

Developing  countries,  which  lack 
endogenous  resources  to  generate 
growth  and  development,  will  have 
little  choice  but  to  submit  to  the  dict- 
ates of  the  globalization  process,  be- 
cause funding  from  international  in- 
stitutions will  force  market  opening 
and  liberalization  as  a  pre-condition. 
In  such  a  situation,  it  would  be  impos- 
sible to  manage  the  impact  of  global- 
ization to  their  benefit. 

ASEAN,  as  an  economic  entity  has 
the  opportunity  to  contribute  to  the 
growth  of  the  individual  member 
countries  through  the  operational- 
ization  of  the  various  economic  in- 
itiatives. And,  by  working  together, 
ASEAN  members  can  make  the  pro- 
cess of  globalization  benefit  them. 

At  the  global  level,  ASEAN,  work- 
ing in  concert  with  other  like-minded 
countries,  can  effectively  shape  the 
evolution  of  the  global  trade  regime 
under  the  WTO,  to  the  extent  that 
market  opening  can  be  undertaken 
based  upon  their  capacity  to  liberalize, 
and  that  they  continue  to  be  given 
special  and  differential  treatment. 

On  a  parallel  track,  at  the  regional 
level,  ASEAN  must  continue  to  streng- 
then economic  linkages,  and  alliances, 
with  the  immediate  neighbors,  i.e, 
China,  Japan  and  Korea  and  build 
upon  the  economic  base  already  forged. 
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Bilaterally,  the  economic  linkages 
must  hinge  upon  complementary  and 
synergistic  elements,  such  as  resource 
endowments,  skills  and  experience  and 
commons  and  objectives.  While  it  is 
clear  that  there  are  differences  in  both 
the  political  and  economic  governance, 
between  and  amongst  countries,  such 
as  between  Indonesia  and  Malaysia, 
and  amongst  ASEAN  member  coun- 
tries, there  is  one  common  factor  that 
can  and  should  be  the  driving  force 
for  greater  collaboration  between  and 
amongst  the  coimtries. 

This  common  factor  is  the  desire 
amongst  the  respective  business  com- 
munities to  succeed  in  competing  in 
the  market  place  —  whether  domestic- 
ally, regionally  or  globally.  There  are 
clearly  no  safe  havens,  for  any  busi- 
ness enterprise,  and  market  protection 
is  no  longer  acceptable,  as  a  recourse. 

The  question  is  how  can  businesses 
and  enterprises  survive,  tender  such 
competitive  conditions?  The  answer 
can  be  three  pronged  visions  in  the 
context  of: 

1.  The  role  of  government; 

2.  The  role  of  the  business  community 
themselves;  and 

3.  The  collaborative  efforts  of  both  gov- 
ernment and  business. 

ROLE  OF  THE  GOVERNMENT 

Government  must  be  proactive  in 
providing  an  enabling  environment 
in  which  business  and  industry  can 
survive  and  survive  well.  This  involves 


implementing  probusiness  policies, 
which  can  help  to  reduce  costs,  en- 
courage re-investment  and  expansion 
of  business  operations,  and  sustain 
competitiveness  of  business  enter- 
prises. In  particular,  businesses  must 
be  facilitated,  rather  than  constrained, 
and  the  private  sector  must  be  re- 
cognized as  the  engine  of  growth. 
Domestic  businesses  must  be  assisted 
to  be  resilient  in  order  to  successfully 
meet  the  competition  that  liberalization 
and  globalization  bring. 

ROLE  OF  THE  BUSINESS  COM- 
MUNITY 

The  Business  Community  must  do 
what  it  takes,  to  be  competitive,  and 
keep  abreast  with  the  developments 
in  the  marketplace.  Enterprises  must 
seek  out  the  opportunities  that  arise 
when  markets  elsewhere  are  liberal- 
ized, and  when  new  markets  are 
created,  such  as  the  ASEAN  Free 
Trade  Area.  Failure  to  be  agile  and 
quickly  responsive  to  market  and  in- 
dustry developments,  will  cause  busi- 
nesses and  enterprises  to  lose  market 
footholds  and  unable  to  exploit  new 
market  opportunities. 

In  this  context,  entrepreneurs  and 
managers  must  have  mind-sets  that  are 
attuned  to  the  dynamics  of  the  process 
of  globalization  and  in  particular  glob- 
alization of  the  marketplace. 

COLLABORATIVE  EFFORTS  OF 
GOVERNMENT  AND  BUSINESS 

It  is  clear  that  in  the  developed 
economies,  governments  drive  the 
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process  of  globalization  in  order  to 
facilitate  the  efforts  of  their  multina- 
tional companies  and  their  domestic 
enterprises  to  gain  strong  inroads  into 
the  global  marketplace.  They  continue 
to  put  pressures  on  other  countries  to 
subscribe  to  the  global  rules  on  com- 
petition and  investment  and  to  ensure 
that  their  companies  are  accorded  na- 
tional treatment. 

Increasingly,  there  are  being 
mounted  strong  joint  lobbies  between 
the  government  and  the  private  sector 
to  ensure  market  access  and  the  safe- 
guarding of  their  interest. 

Within  the  three-component  spec- 
trum, there  is  much  that  can  be  done 
by  Malaysia  and  Indonesia,  both  bilat- 
erally, and  regionally,  to  safeguard  and 
further  their  economic  interests.  The 
two  governments  can  work  together 
to  create  the  necessary  enabling  en- 
vironment to  facilitate  and  further 
motivate  cross  flows  of  investment 
and  trade  between  the  two  countries' 
business  communities. 

The  bureaucracies  or  the  public 
sector  machinery  must  assume  an 
effective  supporting  and  facilitating 
role,  ensuring  that  the  public  sector 
delivery  system  is  efficient  enough, 
to  contribute  towards  business  com- 
petitiveness. Without  such  public  sector 
support,  businesses  cannot  succeed. 

Government  and  business  must  as- 
sume a  partnership  as  stakeholders  in 
the  economy  and  country;  and  apply- 
ing such  partnership  in  the  bilateral 


and  regional  contexts  can  contribute 
towards  greater  resilience  and  com- 
petitiveness of  business  entities. 

It  is  important  that,  bilaterally 
and  regionally,  Malaysia  and  Indo- 
nesia identify  the  key  areas  and  as- 
pects of  economic  inter-dependence 
and  linkages  and  build  upon  them 
for  mutual  benefit.  The'  business  com- 
munities, in  particular,  must  recogn- 
ize that  our  countries  within  the 
ASEAN  entity  can,  at  one  and  the  same 
time,  be  their  production  bases  and 
their  markets. 

ASEAN  countries  have  been  able 
to  forge  global  competitiveness  in  a 
good  range  of  industries,  gaining  foot- 
holds in  particular  market  niches  and 
segments  in  the  international  market. 
But  the  ASEAN  business  communtve 
itself  has  yet  to  optimize  the  benefits 
from  such  ASEAN  competitiveness  and 
strengths. 

There  is  still  a  low  level  of  integrat- 
ion amongst  ASEAN  businesses,  even 
where  business  collaboration  and 
synergistic  efforts  can  bring  about  ob- 
vious benefits. 

The  governments  of  ASEAN  con- 
tinue to  put  into  place  the  necessary 
mechanisms  and  frameworks  to  cat- 
alyze such  private  sector  collaboration, 
and  business  and  industry  must  be 
quick  to  leverage  upon  the  public 
sector  initiatives. 

On  a  global  basis,  there  are  on- 
going mergers  and  business  tie-ups 
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amongst  the  large  market  entities  in 
key  industries,  which  have  resulted 
in  former  rivals  and  competitors  be- 
ing partners  and  associates.  Such 
moves  towards  business  and  industry 
rationalization  have  the  objectives 
of  minimizing  wasteful  competition, 
strengthening  capacities,  and  forging 
the  necessary  strength  to  take  on 
global  competition. 

ASEAN  enterprises  should  there- 
fore take  a  leaf  from  that  book.  If 
cross-border  business  collaboration 
amongst  companies,  which  are  based 
in  different  continents,  are  deemed 
necessary,  in  order  to  survive  well  in 
the  market,  then  why  can't  busines- 
ses in  Indonesia  and  Malaysia,  and 
in  ASEAN  begin  to  seriously  adopt 
such  strategies? 

The  AFTA  has  enlarged  signific- 
antly, the  domestic  market  for  com- 
panies in  the  ASEAN  member  coun- 
tries, and  strategic  business  tie-ups 
can  enable  domestic  companies  to 
operate  on  an  ASEAN  scale. 

The  key  to  such  an  approach  is 
for  there  to  be  the  necessary  ASEAN 
mind-set  amongst  both  the  private  and 
public  sectors.  It  must  be  recognized 
that  regionalization  is  the  next  step 
before  going  global.  Regionalizing 
production  can  benefit  from  the  com- 
plementarities in  competitive  advant- 
ages, which  individual  ASEAN  eco- 
nomies can  provide,  as  companies 
can  outsource  from  within  the  region 
itself. 


The  private  sector  of  ASEAN,  such 
as  those  from  Malaysia  and  Indonesia, 
must  evolve  an  efficient  and  cost  com- 
petitive Regional  Supply  Chain;  and 
domestic  enterprises  must  integrate 
into  that  network.  ICT  must  also  be 
made  to  work  for  mutually  beneficial 
business  collaboration  and  capacity 
building. 

Bilateral  and  regional  business  coun- 
cils must  go  beyond  the  usual  politic- 
ally-correct posturing,  and  enunciation 
of  "motherhood  statements"  which  do 
not  get  translated  into  real  business. 
For  decades,  Malaysia  and  Indonesia 
have  found  affinity  and  perhaps  even 
shared  visions,  in  the  "one  rumpun" 
syndrome.  However,  the  process  of 
globalization  no  longer  allow  the 
two  peoples  the  luxury  of  harking 
back  to  where  our  roots  were.  Today's 
globalized  world  is  pitting  us  against 
each  other  in  order  to  survive  the 
competition  in  the  market. 

Perhaps  we  can  see  that  "one 
rumpun"  in  the  new  context  where 
we  can  make  our  similarities  become 
a  strong  foundation  for  economic  col- 
laboration. In  fact,  the  new  generat- 
ions of  ICT  savvy  entrepreneurs  would 
be  well  placed  to  forge  that  collab- 
oration as 'they  are  more  likely  to  see 
the  need  to  plant  new  regional  and 
global  roots. 

CONCLUDING  NOTES 

As  mentioned  previously,  the  multi- 
faceted  nature  of  globalization  has 
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given  direct  and  indirect  impact  on 
economies  and  governments.  Today, 
politics  and  economic  consideration 
are  becoming  increasingly  so  inter- 
linked that  it  is  difficult  to  see  where 
any  demarcation  actually  exists.  Polit- 
ical factors  and  decisions  are  increas- 
ingly based  upon  economic  motives. 
Therefore,  managing  the  globalization 
process  and  its  impact  on  economies 
has  become  much  more  difficult. 

Terrorism  has  so  negatively  marred 
and  tarnished  the  image  and  percept- 
ion of  the  global  Muslim  community. 
Muslims  are  being  treated  as  outcasts 
of  the  global  community.  As  two 
Muslim  nations,  Malaysia  and  Indo- 
nesia, must  cooperate  in  every  way  pos- 
sible to  eradicate  those  misconceptions 
and  work  with  other  Muslim  nations 
to  bring  back  the  Muslim  community 
to  the  level  of  dignity  and  respect 
we  deserve. 

While  we  do  this,  we  must  also  ap- 
prise our  peoples  of  the  need  to  be 
highly  skilled,  motivated,  disciplined 
and  selfrespecting,  so  that  our  coun- 
tries can  be  good  examples  of  what  Mu- 
slim nations  can  achieve  in  the  global 
scenario. 


Of  current  concern  is  the  war  in 
Iraq,  which  clearly  have  had  repercus- 
sions amongst  the  Muslims  of  the 
world.  The  push  for  war,  even  when 
there  was  no  aggression  being  trig- 
gered, only  proved  the  point  that  eco- 
nomic majors  could  wield  that  might 
to  achieve  their  geopolitical  and  geo- 
economic  objectives. 

Already  countries  were  being  bribed 
with  financial  handouts  to  be  on  the 
side  of  the  war-mongers,  and  to  pro- 
vide logistics  supports  to  a  possible 
war.  Such  financial  carrots  could  be 
very  tempting;  and  principles  had 
been  cast  aside,  and  the  war  facilitated. 

The  economic  and  social  fallout 
of  the  war  on  countries  like  Malaysia 
and  Indonesia  will  be  imavoidable.  The 
business  community  should  have  some 
lessons  learnt,  from  the  regional  finan- 
cial and  economic  crisis,  to  enable 
enterprises  to  prepare  for  the  chal- 
lenges and  problems  that  arise. 

There  would  certainly  be  more  co- 
gent reasons  for  lookinq  into  the  im- 
mediate region  itself,  for  domestic  re- 
silience and  neutral  economic  support 
for  each  others'  business  communities. 
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MACROECONOMIC  DEVELOP- 
MENT 

Economic  Growth 

IN  the  year  2002,  the  Indonesian 
economy  grew  at  3.7%,  sUghtly 
above  the  growth  rate  in  the  year 
2001  (3.4%)  but  still  below  4%  as 
targeted  by  the  government.  The 
growth  was  mainly  driven  by  pri- 
vate and  public  consumption  while  in- 
vestment, exports,  and  imports  have 
bottomed  out  and  continue  to  grow 
positively  at  an  accelerated  rate  since 
the  third  quarter.  Table  1  presents  the 
data  on  GDP  growth  by  expenditure. 

However,  the  positive  development 
in  the  fourth  quarter  should  be  viewed 
with  caution.  Some  other  indicators 
should  be  taken  into  account.  First, 
the  increase  in  private  consumption 
is  partially  offset  by  an  increase  in 
imported  consumption  goods,  which 
contributed  negatively  to  GDP  growth. 
Second,  another  indicator,  which  shows 


the  limit  of  consumption  driven  growth, 
•is  the  decelerating  trend  of  consumpt- 
ion credit,  which  fell  from  around  46% 
(y-o-y)  in  August  2002  to  37%  in  De- 
cember 2002.  Third,  the  consumer  con- 
fidence index  of  Danareksa  Institute 
and  of  Bank  Indonesia,  after  showing 
a  substantial  increase  in  December  due 
to  the  festive  season  and  the  govern- 
ment's firm  response  to  the  terrorist 
onslaught,  declined  considerably  in 
January  2003.  The  government's  de- 
cision to  increase  the  price  of  fuel,  elec- 
tricity, and  telephone  and  the  wide- 
spread rallies  that  followed,  could  be 
the  reason  behind  the  decline.  And 
fourth,  the  growth  of  investment  re- 
mains low  due  to  poor  domestic  in- 
vestment climate.      .  .  - 

On  the  sectoral  growth,  during 
2002  more  than  half  of  the  country's 
economic  growth  was  driven  mainly 
by  the  activities  of  three  sectors: 
manufacturing,  trade  hotel  and  res- 
taurant and  transport  and  commun- 
ication (see  Table  2).  Those  three  sec- 
tors contributed  around  60%  of  GDP 
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Table  1 


INDONESIA:  GDP  GROWTH  BY  EXPENDITURE,  2002 


Year  on  Year  Growth  (%) 

Ol 

02 

03 

Q4 

2002 

GDP  Growth 

Private  Consumption 

A  r\ 

4.9 

4.0 

A  C 

4.5 

4.7 

faod 

-0.1 

-0.1 

0.3 

2.7 

0.7 

non-food 

11.9 

10.3 

7.8 

6.2 

9.0 

Goverrunent  Consumption 

6.6 

9.0 

16.9 

17.9 

12.8 

Gross  Domestic  Fixed  Capital  Formation 

-8.9 

-4.6 

4.6 

8.9 

-0.2 

Exports  on  Goods  &  Services 

-4.5 

-6.5 

2.6 

4.4 

-1.2 

Imports  on  Goods  &  Services 

-25.7 

-20.8 

2.9 

19.8 

-8.3 

GDP 

2.7 

3.9 

43 

3.8 

3.7 

Source:  Central  Board  of  Statistics. 


Table  2 


INDONESIA:  GDP  GROWTH  BY  SECTOR,  2002 


Year  on  Year  Growth  (%) 


Qi 


Q2 


Q3 


Q4 


2002 


GDP  Growth 


1.  Agriculture  wKKm 

-3.1 

3.9 

3.8 

2.4 

1.7 

2.  Miiung 

-1.5 

2.2 

2.7 

5.7 

2.2 

3.  Manufacturing 

5.6 

3.9 

4.1 

2.4 

4.0 

4.  Electricity,  Gas  &  Water 

8.0 

3.1 

4.5 

9.1 

6.2 

5.  Coristruction 

1.9 

3.2 

5.4 

5.9 

4.1 

6.  Trade,  Hotel  &  Restaurant 

2.7 

3.3 

4.7 

3.7 

3.6 

7.  TransfKjr  &  Communication 

8.9 

8.8 

7.5 

6.2 

7.8 

8.  Business  Services 

4.4 

5.2 

5.8 

6.8 

5.5 

9.  Services 

2.7 

1.8 

1.6 

1.8 

2.0 

GDP 

2.7 

3.9 

4.3 

3.8 

3.7 

Source:  Central  Board  of  Statistua. 


growth.  But  within  the  same  year, 
manufacturing  and  agriculture,  which 
are  the  largest  sectors  in  the  economy, 
performed  poorly.  The  growth  rates 
of  the  two  sectors  were  below  or  equal 
GDP  growth  since  the  second  quarter 
of  2002.  Moreover,  the  growth  rates 


have  been  slowing  down  since  the 
second  quarter  of  2002.  In  contrast, 
several  small  sectors  such  as  construct- 
ion, business  services,  transport  and 
communication,  electricity,  gas  and 
water  were  experiencing  above  aver- 
age and  accelerating  growth  rates. 
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Outlook  for  2003 

An  assessment  on  the  expend- 
iture and  production  account  of  GDP 
shows  that  the  engines  of  growth  have 
changed.  Although  private  consumpt- 
ion was  still  the  main  engine  of  growth 
in  2002,  its  growth  rate  is  declining. 
The  growth  prospect  for  the  year  2003, 
therefore,  depends  on  how  fast  the 
growth  in  the  'new'  sectors  can  com- 
pensate for  the  diminishing  growth 
in  the  'old'  sectors.  Consumption  will 
still  be  the  major  source  of  growth, 
but  at  diminishing  rate. 

The  economy  is  expected  to  suffer 
some  impacts  of  the  US  attack  on  Iraq. 
But  it  is  still  too  early  to  draw  a  clear 
picture,  since  the  impact  will  depend 
on  the  duration  and  repercussions  of 
the  war.  Increased  cost  of  transport- 
ation and  insurance  premium  may 
threaten  the  performance  of  exports. 
Exports  to  the  Gulf  region  have  experi- 
enced major  shipping  delays,  while 
buyers  from  other  regions  have  been 
reported  to  cancel  or  postpone  orders 
'  from  Indonesia,  due  to  security  con- 
cerns. Security  concern  may  also  harm 
foreign  investment.  In  the  absence  of 
war,  we  predict  that  economic  growth 
in  the  year  2003  will  be  around  3.7%, 
slightly  higher  than  our  previous 
prediction.  A  short  war  may  reduce 
the  growth  expectation  to  3.3-3.5%. 
A  longer  war  would  reduce  the  ex- 
pectation even  more. 

Balance  of  Payments 

In  2002,  exports  reached  US$57  bil- 
lion, a  small  increase  of  1.2%  com- 


pared to  2001.  Imports  also  increased 
by  1.7%  amounting  to  US$31.2  billion, 
resulting  in  a  trade  balance  of  US$25.8 
billion.  The  current  account  surplus 
for  the  year  2002  is  expected  to  be 
higher  than  in  2001  due  to  a  relatively 
smaller  services  account  deficit.  The 
capital  account  is  still  in  deficit,  al- 
though outflows  have  been  sharply 
reduced.  In  the  first  nine  months  of 
2002,  capital  accoimt  deficit  was  about 
US$3  billion. 

Exports  and  Imports 

The  improving  global  economy  in 
the  second  half  of  2002  helped  pushed 
up  global  demand  for  Indonesian 
products  in  the  world  market.  As  a 
result,  Indonesia's  exports  on  goods 
and  services  improved  considerably 
in  the  second  half  of  2002,  especially 
in  the  fourth  quarter.  During  the 
fourth  quarter,  real  exports  on  goods 
increased  by  5.2%  contributing  to 
33%  of  GDP  growth  in  the  fourth 
quarter.  The  Bali  bombing  did  have 
an  effect  on  exports  of  services, 
which  declined  by  2.8%,  contributing 
negatively  by  around  2%  of  GDP 
growth.  Total  exports  on  goods  and 
services  increased  by  4.4%,  contribut- 
ing 33%  to  GDP  growth  in  the  fourth 
quarter. 

Goods  exports  in  2002  reached  US$ 
57  billion,  exhibiting  a  small  growth  of 
1.2%  (y-o-y).  The  manufacturing  sector 
was  behind  most  of  Indonesia's  export 
growth.  Manufacturing  exports  account 
for  about  68%  of  total  Indonesian  ex- 
ports, and  grew  by  2.2%  in  the  past 


REVIEW  OF  ECONOMIC  DEVELOPMENT 


Figure  1 


INDONESIA:  ANNUAL  EXPORTS  GROWTH,  1997-2002 


Source:  Central  Board  of  Statistics 


Figure  2 


INDONESIA:  ANNUAL  GROWTH  OF  IMPORTS 
BY  COMMODITY  GROUP,  1997-2002 


—  Total  Import 
* —  Consumption 
« —  Raw  Materials 
« —  Capital  Goods 


Source:  Central  Board  of  Statistics 
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year.  Agricultural  exports  also  incre- 
ased by  7.7%.  Meanwhile,  oil  and  gas 
exports,  accounting  for  about  21%  of 
total  exports,  declined  by  4.2%.  The 
trend  on  annual  growth  of  exports  is 
presented  in  Figure  1. 

Manufacturing  export  growth  was 
driven  by  non-leading  exports  com- 
modities. Meanwhile,  Indonesia's  lead- 
ing export  commodities  continued  to 
show  a  disappointing  performance: 
machinery  and  electrical  machinery, 
the  biggest  non-oil  exports  commod- 
ities, was  stagnant,  textile  and  garment 
continued  to  decline,  but  furniture  in- 
creased slightly.  Agricultural  products 
exhibited  extraordinary  growth,  which 
among  them  are  fat  and  animal/veget- 
able oils  with  80%  growth  (contributing 
5%  to  total  export  revenue). 

In  line  with  increasing  investment 
activities  and  Rupiah  appreciation,  im- 
ports on  goods  and  services  also  in- 
creased considerably  by  around  20% 
during  the  second  half  of  2002.  Im- 
ports on  goods  reached  US$31.2  bil- 
lion, exhibiting  a  small  increase  of 
0.9%,  when  compared  to  2001.  The  in- 
crease was  mainly  due  to  the  increase 
in  consumption  goods  and  oil  and  gas 
imports.  Consumption  goods,  con- 
tributing to  about  8%  of  total  imports, 
increased  by  13%,  while  oil  and  gas 
imports,  accounting  for  about  20.7%  of 
total  imports,  increased  by  18%.  Mean- 
while, raw  material  imports,  account- 
ing for  about  78%  of  total  imports,  in- 
creased slightly  by  1.6%.  As  export 
commodities  are  characterized  by  high 


import  contents,  a  significant  increase 
in  export  figures  in  the  first  quarter 
of  2003  seems  unlikely.  On  the  other 
hand,  capital  goods  import  declined 
by  8%.  The  recently  strengthened  Ru- 
piah could  contribute  to  a  further  in- 
crease in  imports,  especially  in  con- 
sumption and  raw  materials.  Mean- 
while, capital  goods  imports  are  highly 
determined  by  the  recovery  of  the  real 
sector. 

Figure  2  shows  y-o-y  nominal  value 
of  import  growth  by  categories  of 
goods.  Nominal  value  of  imported 
consumption  goods  in  the  fourth 
quarter  2002  increased  by  104%  com- 
pared to  the  same  period  in  2001. 
Year  on  year  growth  of  imported  raw 
materials  and  capital  goods  also  in- 
creased considerably  in  the  fourth 
quarter. 

Capital  Account  and  Investment 

In  2002,  capital  account  seems  to 
have  improved.  In  the  first  nine 
months  of  2002,  capital  account  de- 
ficit was  about  US$3  biUion,  in  con- 
trast to  nearly  US$9  billion  in  2001. 
The  deficit  was  mainly  due  to  private 
capital  outflows,  reaching  US$2.8  bil- 
hon,  mainly  due  to  external  debt  re- 
payments. Following  the  return  of  port- 
folio investment  in  the  last  couple 
of  quarters,  FDI  flows  also  turned  pos- 
itive m  the  third  quarter  of  2002,  albeit 
showing  a  small  value.  Altogether,  in 
the  first  nine  months  of  2002,  FDI  net 
outflows  declined  by  32%  (y-o-y)  reach- 
ing US$3.6  billion. 
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•Investment  continued  to  shov^  pos- 
itive growth  for  two  quarters  in  a  row 
in  2002,  makiiig  it  the  second  biggest 
contributor  to  growth.  It  increased  by 
8.9%  in  the  fourth  quarter  2002,  far 
exceeding  Banklndonesia's  prediction 
(2.9-3.4%).  A  more  detailed  break- 
dovm  of  investment  figures  (not  showm 
here)  reveals  that  investment  expend- 
itures mostly  consist  of  construction 
and  imported  machinery. 

However,  we  consider  the  growth  in 
investment  still  to  be  fragile,  as  the 
investment  climate  has  yet  to  fully 
recover.  One  indXcation  is  the  continu- 
ing decline  of  approved  domestic  and 
foreign  investment  has  been  2000-02. 
In  2002,  approved  FDI  was  about  US$ 
7.2  billion,  about  86%  of  the  year  2001. 
The  realization  of  the  approved  FDI 
for  year  2002  was  reported  as  low 
as  20%.  While  FDI  to  other  ASEAN 
countries  increased  substantially,  FDI 
to  Indonesia  continued  to  be  stagnant. 
On  a  brighter  side,  FDI  flows  turned 
positive  in  the  third  quarter  of  2002, 
even  though  it  showed  a  small  value, 
following  the  return  of  portfolio  invest- 
ment for  the  couple  of  quarters.  Al- 
together, in  the  first  nine  months  of 
2002,  FDI  net  outflows  declined  by 
32%  (y-o-y),  reaching  US$3.6  billion. 

Other  indication  of  deteriorating 
investment  climate  is  the  exodus  of 
foreign-owned  businesses.  It  is  re- 
ported that  during  2002,  as  many  as 
40  Korean  firms  and  10  Japanese  firms 
have  relocated  their  plants.  Lingering 
legal  and  security  uncertainties,  com- 


pounded by  complicated  labor  issues 
and  poor  implementation  of  the  Auto- 
nomy Law,  are  among  the  pressing 
problems  discouraging  investors  from 
investing  in  Indonesia.  Among  the 
cases,  the  most  high  profile  was  the 
decision  of  PT.  Sony  Electronics,  one 
of  the  biggest  electronic  manufacturers 
in  Indonesia,  to  relocate  its  operations 
and  stated  a  definite  time  to  pull  out 
from  Indonesia.  This  decision,  which 
is  part  of  its  global  repositioning  stra- 
tegy, will  leave  about  50,000  workers 
without  jobs.  The  government  and 
labor  unions  failed  to  persuade  the 
Japanese  government  to  cancel  and/ 
or  iron  out  the  transition  process.  It 
will  be  more  difficult  to  attract  big  in- 
vestors and  multinationals  to  come 
to  Indonesia;  and  even  if  they  come, 
their  requirements  are  demanding. 
For  instance,  Toshiba  is  planning  to 
focus  its  TV  production  in  Indonesia 
for  ASEAN  market,  but  only  if  the 
government  of  Indonesia  is  effective 
in  fighting  illegal  imports. 

Responding  to  the  trend  of  foreign 
business  to  leave  the  country  and  in 
an  attempt  to  lure  investment  into  the 
country,  Megawati's  government  an- 
nounced that  the  year  2003  is  an 
"Investment.  Year",  and  is  preparing 
various  investment  incentives.  A  new 
investment  bill,  which  went  to  Par- 
liament in  February  and  will  replace 
the  existing  laws  on  foreign  and  dom- 
estic investment,  proposes  to  open  all 
sectors  of  the  economy  to  foreign  in- 
vestors, minimizing  the  negative  in- 
vestment list  to  a  very  few  protected 
areas.  It  gives  equal  treatment  to  foreign 
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and  domestic  investment,  and  re-es- 
tablishes a  one-stop  service  center  to 
speed  up  investment  licenses  proce- 
dures, providing  incentives  for  foreign 
investors  (including  tax  cuts),  especi- 
ally for  those  interested  in  setting 
up  joint  ventures  with  Indonesian 
small  and  medium  enterprises.  Yet,  it 
remains  to  be  seen  whether  the  pro- 
posed bill  will  go  smoothly  through 
the  parliament  and  be  effectively  im- 
plemented, thereby  improving  the  in- 
vestment climate  and  eventually  ac- 
celerating domestic  as  well  as  foreign 
investment  in  2003. 

Monetary  Developments 

Single-digit  Inflation? 

Inflation  continued  the  declining 
trend,  and  fell  below  the  10%  thres- 
hold during  the  first  three  months  of 
the  year,  raising  hopes  that  single 
digit  inflation  could  be  achieved  in 
2003  (see  Figure  3).  The  deflation  in 
the  food-category  contributed  to  the 
fall,  following  the  mild  impact  of  the 
floods  on  this  year's  harvest.  The  im- 
pact of  increased  utility  prices,  parti- 
cularly electricity  tariff,  turned  out 
to  be  small.  Inflation  is  expected  to 
stabilize  at  around  8-9.5%  within  the 
next  quarter,  if  money  supply  is 
kept  in  check  and  good  harvests  de- 
press food  prices  further. 

Money  supply  growth  has  been 
kept  under  control  and  contributed 
to  moderate  inflation  in  2002.  The 
past  years  have  seen  a  close  relation 
between  base  money  growth  and  in- 


flation. During  festive  and  holiday 
seasons,  money  demand  usually  in- 
creases and  money  supply  follows 
suit.  2002  was  no  exception  in  this 
regard.  Base  money  growth  on  a  year- 
on-year  basis  peaked  at  15.8%  in 
November  2002,  but  were  brought 
down  again  to  moderate  level  of  8.2- 
9.4%  in  December  and  January.  The 
level  of  MO  has  been  kept  below  the 
indicative  target  during  most  of  2002, 
except  in  November.  Inflation  cor- 
related with  the  movement  of  the 
money  supply  and  was  at  10.5%  in 
November,  before  going  down  in  the 
following  months.  Ml  growth  also 
went  down  sharply  from  14.7%  in 
November  to  7.9%  in  December,  while 
M2  growth  continued  its  downward 
trend  since  August  and  fell  4.7%  by 
end  of  2002. 

Interest  Rates  Continue  To  Decline 

Bank  Indonesia  continues  its  pol- 
icy of  a  slow  decline  in  interest  rates. 
One-month  nominal  SBI  rates  went 
down  from  13.1%  in  November  2002 
to  11.4%  in  March,  the  lowest  since 
mid  2000.  During  the  same  period,  BI 
intervention  rates  — the  rates  offered 
by  the  Central  Bank  to  absorb  excess 
liquidity  in  the  banking  system —  also 
declined.  Overnight  intervention  rate 
fell  from  12.6%  in  November  2002 
to  12.1%  in  January  2003,  while  the 
weekly  rate  declined  from  13.1%  to 
12.5%.  After  a  period  of  stagnant  in- 
tervention rates,  these  lower  rates  do 
signal  a  further  commitment  of  Bank 
Indonesia  to  direct  the  economy  to- 
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Figure  3 


INDONESIA:  ANNUAL  INFLATION  RATES,  2000-2003 

Inflation  Rates 
(Y-o-Y) 


Sep  Nov  2001  Mar  May  Jul   Sep  Nov  2002  Mar  May  Jul    Sep  Nov  Jan 
Jan  Jan 


♦  -Food 

■ —  Prepared  Foods,  Beverages  &  Tobacco 
— * —  Housing 

— ►  •  -  Transportation  &  Communication 
— ■-  -  Consumer  Price 


Source:  Central  Board  of  Statistics 


wards  a  low  interest  rate  environment. 
The  decline  in  the  SBI  rate  was  also 
made  possible  by  a  continued  decline 
of  the  swap  premium,  which  fell  to 
11.5%  in  January  2003. 

What  will  be  the  interest  rate  in 
the  next  quarter?  Given  the  swap  pre- 
mium of  11.5%  and  international  in- 
terest rates  at  around  1%,  there  is  still 
a  small  room  for  the  SBI  rate  to  go 
down  further.  However,  interest  rates 
are  likely  to  remain  flat  over  the.  next 
few  months,  as  the  government  is  still 
reluctant  to  reduce  the  guaranteed  de- 
posit rate  too  quickly.  The  uncertain- 
ties surrounding  the  war,  its  duration 
and  repercussions,  could  threaten  eco- 
nomic and  monetary  stability  and  thus 
preventing  interest  rates  from  falling 
further. 


Rupiak  and  Stock  Market  Devel- 
opments 

The  exchange  rate  remained  stable 
at  Rp  8,800-8,900  per  US$,  reflecting  a 
lower  risk  premium,  as  the  effects  of 
the  Bali  bombings  were  milder  than 
anticipated.  Continued  efforts  by  auth- 
orities to  investigate  the  bombings  and 
to  apprehend  the  perpetrators  have 
certainly  positively  influenced  market 
sentiments.  Even  bad  political  news, 
such  as  the  bomb  explosion  in  early 
February  at  a  public  hall  owned  by 
the  police  in  Jakarta,  did  not  effect 
the  Rupiah.  This  suggests  that  positive 
news  — such  as,  the  sale  of  the  state's 
share  in  Indosat,  the  disbursal  of  a 
new  IMF  loan,  and  the  CGI's  decision 
to  cover  the  government's  deficit — 
played  a  bigger  role  in  determining 
market  sentiments. 
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Figure  4 


INDONESIA:  THE  MOVEMENTS  OF  EXCHANGE  RATE 
AND  STOCK  PRICES 
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Bank  Indonesia's  commitment  to 
intervene  in  the  foreign  exchange 
markets  to  prop  up  Rupiah,  including 
in  the  wake  of  the  Gulf  war,  have  also 
convinced  market  players  that  the  cur- 
rency will  not  slide  further.  In  add- 
ition, a  lower  US  interest  rate  and  the 
declining  risk  premium  helped  to 
stabilize  the  currency.  The  stability 
of  the  exchange  rate  in  March  was 
slightly  disturbed  by  tensions  over 
the  war.  However,  the  domestic  re- 
sponse against  the  war  appeared  to 
be  minimal,  as  Rupiah  gained  ground 
again  and  hovered  back  to  around  Rp 
8,900  per  US  dollar.  Hence,  the  move- 
ment of  the  Rupiah  in  the  short  run 
would  be  more  affected  by  the  fluctu- 
ation of  the  US$.  The  US$  is  expected 
to  strengthen  should  the  war  last  less 
than  6  weeks,  creating  pressure  for 


the  Rupiah  to  depreciate.  Conversely, 
a  protracted  war  will  deteriorate  US$, 
and  the  Rupiah  may  have  a  chance 
to  strengthen. 

In  the  medium  and  the  long  terms, 
pressures  on  the  exchange  rate  could 
come  from  various  sources.  Domestic- 
ally, political  uncertainties  will  in- 
crease during  the  lead-up  to  the  2004 
elections,  and  populist  sentiments  to 
push  the  government  to  exit  the  IMF 
program  could  have  negative  impacts 
on  market  sentiments.  In  addition, 
demand  for  US$  to  repay  debt  will 
still  be  high  in  the  fore-seeable  future, 
and  they  constitute  a  massive  fiscal 
burden  in  2004.  Externally,  a  depre- 
ciation of  the  Yen  — contingent  upon 
progress  in  economic  restructuring  in 
Japan —  could  also  pose  a  source  for  a 
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depreciation  of  the  Rupiah.  However, 
the  widening  US  trade  deficit  and  a 
further  weakening  of  the  US$  will  have 
a  more  stabilizing  effect  on  Asian  cur- 
rencies, including  the  Rupiah.  We  ex- 
pect the  currency  to  stay  at  the  Rp 
8,800-8,900  per  US$  in  the  next  quar- 
ter, provided  that  political  uncertaint- 
ies are  few  and  money  supply  growth 
is  kept  in  check. 

Stock  market  developments  have 
more  or  less  followed  the  movements 
of  the  Rupiah/US$  exchange  rate,  re- 
flecting the  fluctuating  market  senti- 
ment. It  took  the  stock  market  around 
two  months  after  the  Bali  bombings 
to  recover  to  previous  levels  and  stock 
prices  went  above  400  points  again 
by  mid-December  2002.  The  prospects 
for  a  drastic  improvement  in  stock 
market  performance  remain  modest, 
as  one  key  factor  — return  of  investor 
confidence —  remains  out  of  sight.  Stock 
markets  indices  all  over  the  world  had 
been  declining  in  the  run-up  to  the 
war,  including  the  Jakarta  Stock  Ex- 
change (JSX).  However,  after  the  first 
attack,  the  JSX  Composite  Index  rose 
significantly,  as  investors  were  op- 
timistic that  the  war  will  be  short- 
lived. Unfortunately,  these  positive 
sentiments  may  not  last  long,  as  there 
is  growing  fear  that  the  war  may  last 
longer  than  expected.  Figure  4  pre- 
serits  the  daily  movements  of  exchange 
rate  and  stock  prices  during  2003. 

FISCAL  RELATED  ISSUES 

The  Budgetary  Impact  of  War 

The  oil  price  increase  up  to  US$37 
per  barrel  prior  to  the  first  attack  has 


provided  a  windfall  profit,  since  the 
budget  assumes  oil  price  at  US$22 
per  barrel.  A  government's  calculation 
predicts  that  if  the  average  oil  prices 
were  around  US$35  per  barrel,  the 
government  would  receive  net  add- 
itional revenue  of  Rp4  trillion  annually, 
net  of  extra  expenditure  for  increased 
domestic  oil  price  subsidy.  Therefore, 
we  predict  that  the  government  has 
received  aroimd  US$1-1.5  billion  worth 
of  extra  revenue  during  the  first 
three  months  of  the  year.  However,  be- 
cause the  oil  price  returned  to  US$20- 
25  per  barrel  after  the  attack,  the  wind- 
fall profit  from  oil  could  not  be  sus- 
tained. 

The  net  budget  impact  of  the  war 
is  still  unclear,  as  oil  price  fluctuation 
depends  on  the  length  of  the  war.  If 
the  war  is  short,  oil  price  could  de- 
cline to  US$18  per  barrel,  since  the 
market  would  expect  a  post-war  sup- 
ply increase,  and  the  goverrunent  will 
not  continue  to  enjoy  windfall  profit. 
If  the  war  is  prolonged,  there  may 
be  a  world  oil  shortage  and  the  gov- 
ernment may  benefit  from  another 
price  shock.  However,  the  government 
must  then  pay  higher  subsidy,  so  the 
net  benefit  may  only  be  small  or 
even-negative  if  the  oil  price  continues 
to  rise. 

Fuel  and  Utility  Price  Hikes 

On  January  1,  the  government  an- 
nounced that  fuel  prices  were  to  be 
increased  by  22%,  along  with  an  in- 
crease in  electricity  and  telephone 
charges  by  an  average  of  6%  and  16% 
respectively.  These  policies  met  with 
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heavy  resistance  from  parts  of  the  pub- 
lic and  the  government  had  to  back- 
track on  these  policies.  The  increase 
in  telephone  charges  was  suspended, 
while  electricity  charges  for  low-in- 
come groups  were  lowered.  Overall 
fuel  prices  will  remain  higher  than 
last  year.  This  policy  reversal  de- 
monstrated the  government's  incre- 
ased vulnerability  to  populist  pressures. 

The  fuel  and  electricity  price  in- 
crease was  part  of  the  program  of  re- 
moving subsidies  gradually,  with  the 
objective  to  improve  the  efficiency  of 
the  Indonesian  economy.  However, 
the  economic  rationale  for  the  incre- 
ase of  telephone  rates  is  heavily  dis- 
puted. Critics  argued  that  the  increase 
in  charges  is  simply  a  case  of  mono- 
polistic pricing  on  the  side  of  PT 
Telkom,  which  is  the  only  local  net- 
work provider  in  Indonesia.  The  utility 
price  hikes  have  also  drawn  many 
criticisms  from  the  private  sector. 
Firms  argue  that  the  increase  in  elec- 
tricity tariffs  adds  to  the  already  heavy 
burden  imposed  on  domestic  busi- 
ness. Higher  production  costs,  result- 
ing from  the  fuel  and  electricity  price 
rise,  will  translate  into  higher  product 
sale  prices.  This,  in  turn,  could  depress 
demand  further,  as  consumers'  pur- 
chasing power  is  already  low.  How- 
ever, many  analysts  believed  that  the 
critics  were  pointing  out  to  the  wrong 
direction.  The  costs  of  fuel  and  elec- 
tricity are  not  higher  than  20%  of 
production  cost  in  several  fuel-in- 
tensive industries.  The  removal  of  the 
subsidy  raises  the  production  cost 
by  only  2-4%  at  the  most.  In  Indo- 
nesia's high  cost  economy,  corruption 


and  illegal  levies  play  a  more  sign- 
ificant role  in  contributing  to  high  pro- 
duction costs. 

Fiscal  Stimulus  and  Tax  Cuts 

In  order  to  compensate  business 
fuel  and  utility  price  increases,  the 
government  announced  a  fiscal  sti- 
mulus package,  mostly  in  the  form  of 
several  tax  cut  schemes.  It  included 
increasing  the  limit  for  'non-taxable  in- 
come', and  a  decrease  in  the  income 
tax  rate  for  some  activities,  as  well 
as  the  reduction  of  Value  Added  Tax 
(VAT)  rates  for  certain  commodities. 
The  first  scheme  offered  more  bene- 
fits to  the  electronic  sector  as  the  tax 
cut  focuses  on  the  reduction  of  the 
luxury  goods  tax  on  45  products,  most 
of  them  electronic  goods.  Another  tax 
incentive  scheme  will  be  introduced 
later  in  the  year,  focusing  more  on 
the  export-oriented  industries. 

While  it  is  obvious  that  the  tax  in- 
centives would  help  certain  business 
communities  in  dealing  with  high 
costs  of  production,  this  policy  has 
several  draw-backs.  Tax  rate  cuts  will 
result  in  the  loss  of  government  re- 
venues, which  is  expected  to  be  in  the 
magnitude  of  Rp  6-7.5  trillion.  This 
estimation  might  be  overvalued,  as 
it  is  based  on  a  static  comparison  and 
thus  neglects  the  dynamic  and  be- 
neficial effects  of  the  tax  reduction  in 
terms  of  increased  value  of  production 
and  sales.  Nevertheless,  it  will  put  more 
pressure  on  the  government  budget  and 
we  will  see  increased  efforts  by  the 
tax  office  to  boost  tax  receipts  from  the 
existing  sources  of  revenue.  Other  cri- 
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ticisms  question  the  nature  of  tax 
incentives.  The  argument  is  that  they 
affect  only  the  demand  side  of  the  eco- 
nomy. Although  consumption  would 
be  encouraged  by  lower  prices,  the 
tax  incentive  does  not  affect  product- 
ion cost  directly.  Other  tax  incentives 
on  the  production  side  could  help  the 
business  sector,  such  as  a  reduction  of 
tariff  rates  on  capital  good  imports. 

Updates  on  Privatization 

The  government  has  sent  mixed 
signals  about  the  privatization  program. 
The  Secretary  to  the  Minister  of  State 
Owned  Enterprises  (SOE)  Barcelius  Ru- 
ru  stated  that  the  government  will 
have  to  wait  until  the  second  half  of 
the  year  before  deciding  on  a  revision 
of  the  state  budget,  including  the  re- 
venue target  from  privatization.  How- 
ever, this  statement  contradicts  an 
earlier  statement  from  the  Deputy  Min- 
ister of  SOE,  Mahmudin  Yasin.  Ac- 
cording to  Yasin,  the  government 
would  definitely  delay  the  selling  of 
some  SOEs  as  a  response  to  the  global 
economic  situation.  State  Minister  of 
National  Planning  Kwik  Kian  Gie  also 
supported  the  plan  to  delay  the  sche- 
duled privatization  process. 

This  year,  the  government  is  ex- 
pected to  sell  30  state-owned  com- 
panies (SOEs)  and  to  raise  around 
8.5  trillion  Rupiah  to  help  cover  the 
budget  deficit.  Among  the  privatized 
companies  are  Bank  Mandiri,  airport 
operator  PT  Angkasa  Pura  II  and  phar- 


maceutical firms  PT  Kimia  Farma 
and  PT  Indofarma,  which  were  sup- 
posed to  be  privatized  in  2001.  Fur- 
thermore, 16  other  SOEs  scheduled 
for  privatization  in  2002,  will  be  sold 
this  year.  Among  those  on  the  list  are 
several  paper  manufacturing  com- 
panies and  the  cement  manufacturing 
company,  Indocement.  The  government 
also  plans  to  sell  ten  other  com- 
panies including  PT  Telkom,  PT  Dana- 
reksa  and  Bank  Rakyat  Indonesia  (BRI) 
this  year. 

Past  experience  suggests  that  the 
road  to  privatization  will  be  bumpy 
this  year.  This  is  particularly  true  for 
strategic  assets,  such  as  telecommun- 
ications firms  (PT  Telkom)  and  state 
banks.  In  the  year  2002,  only  three  out 
of  the  targeted  23  companies  were 
successfully  privatized.  The  failure  in 
achieveing  that  target  is  mainly  at- 
tributed to  the  existing  political  prob- 
lems. Frequently,  the  parliament,  al- 
though already  having  agreed  on  the 
sale  of  an  SOE,  still  slows  down  the 
implementation  process.  The  lack  of 
transparency  in  the  divestment  pro- 
cedures also  contributes  to  the  neg- 
ative sentiments  towards  privatization 
in  both  the  parliament  and  the  pub- 
lic. The  sale  of  Indosat  is  one  recent 
example. 

A  lesson  learnt  from  the  Indosat 
case  is  that  privatization  is  not  only 
an  economic  policy,  but  also  a  polit- 
ical decision.  Hence,  it  requires  a  good 
strategy  of  public  communication.  Be- 
fore the  sale,  the  government  should 
explain  to  the  public  the  objective  of 
the  decision  and  the  consequences  of 
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delay  or  cancellation  of  the  decision. 
After  the  sale,  the  government  will 
have  to  ensure  that  the  new  owner 
would  be  committed  to  increase  the 
company's  performance,  quality  of 
public  service,  and  improvement  of 
employees'  welfare.  This  is  important 
for  the  future  sale  of  SOEs. 

More  Loans  from  CGI 

This  year,  Indonesia  managed  to 
secure  US$2.7  billion  worth  of  funds 
from  the  Consultative  Group  on  Indo- 

Table  4 

CGI  COMMITMENT  FOR  THE  PAST 
5  YEARS 


Year  Loans  (US$  billion) 


1998  7.8 

1999  5.9 

2000  4.7 

2001  3.1 
2003  2.7* 


*)  The  meeting  was  scheduled  in  October 
2002,  but  has  been  moved  to  January  2003 
due  to  the  Bali  incidence. 


Tables 

CGI  COMMITMENT  IN  2003 


Category  Amount  (US$  billion) 


Program  loans 

1.1 

Project  loans 

1.6 

TOTAL  LOANS 

2.7 

Grants  and  Technical 

Assistance 

0.4 

TOTAL  COMMITMENT 

3.1 

*)  The  meeting  was  scheduled  in  October 
2002,  but  has  been  moved  to  January  2003 
due  to  the  Bali  incidence. 


nesia  (CGI).  This  amount  is  smaller 
than  last  year's  US$3.14  bilhon  assist- 
ance, reflecting  the  effort  to  reduce  its 
dependence  on  foreign  loans  (see  Table 
4).  In  the  January  meeting  in  Bali,  for- 
eign creditor  countries  grouped  under 
the  Consultative  Group  on  Indonesia 
(CGI)  have  agreed  to  provide  US$2.7 
billion  in  loans  to  Indonesia.  The  loans 
consist  of  US$1.1  billion  in  program 
loans,  and  another  US$1.6  billion  in 
project  loans.  Of  the  US$2.7  billion  in 
loans,  US$1.7  billion  are  multilateral 
loans,  while  US$1  billion  are  bilateral 
loans  (Table  5).  On  top  of  that,  the  CGI 
also  provides  US$400m  worth  of  tech- 
nical assistance  and  grants  to  local 
governments  and  NGOs.  In  total,  this 
year's  CGI  commitment  is  US$3.1  bil- 
lion. 

BANKING  RELATED  ISSUES 

Banking  Restructuring:  For  Better — 
or  Worse? 

Overall  banking  indicators  in  the 
last  quarter  show  a  slight  improve- 
ment. CAR  remains  at  a  "healthy  level" 
of  22.8%.  At  the  same  time,  the  ratio  of 
NPLs  to  total  credit  showed  a  decline 
in  the  last  quarter  of  2002,  from  10.8% 
in  September  to  8.1%  in  December 
2002.  Net  interest  margin  in  Q4-2003 
increased  marginally,  from  Rp3.7  tril- 
lion in  September  to  Rp4.0  trillion  by 
the  end  of  2002  (Table  6). 

However,  although  showing  im- 
provements, these  figures  do  not  give 
the  full  picture  regarding  the  healthi- 
ness of  the  sector.  This  is  because  the 
methodology  to  calculate  the  CARs 
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Table  6 


BANKING  PERFORMANCE  INDICATORS,  JULY-DEC  2002 


July 


Aug  Sept 


Oct 


Nov 


Dec 


1.  Non  Performing  Loan 

a.  Value  (Rp  trillion) 

b.  Ratio  to  total  credit  (%) 

2.  Profits/Loss  (Rp  trillion) 

a.  Operational 

b.  Non-operational 

3.  Net  Interest  Margin  (Rp  trillion) 


44.80 

43.50 

41.90 

41.90 

41.20 

33.20 

12.10 

11.50 

10.80 

10.60 

10.20 

8.09 

1.30 

2.20 

2.48 

1.90 

0.80 

-0.10 

0.40 

-1.70 

1.30 

0.90 

0.04 

1.00 

0.90 

3.90 

1.20 

1.00 

0.80 

-1.10 

3.70 

3.80 

3.70 

3.70 

3.90 

4.01 

Source:  Bank  Indonesia 


have  not  included  operational  and 
market  risks  —  important  factors  in  the 
context  of  Indonesia's  fragile  financial 
sector.  Moreover,  the  banking  sector 
has  not  optimally  performed  its  in- 
termediary functions:  the  banks'  loan- 
to-deposit  ratio  (LDR)  is  at  38.2%  in 
November  2002,  much  lovs^er  than  the 
82.6%  level  in  1997.  This  low  per- 
formance cannot  be  detached  from 
the  government's  blanket  guarantee 
scheme,  which  effectively  raises  the 
(riskless)  rate  on  Sertifikat  Bank  Indo- 
nesia (SBI)  above  the  deposit  rate  and 
therefore,  lowers  the  banks'  incentives 
to  promote  its  lending  activities,  whose 
returns  are  much  riskier.  In  addition, 
the  very  slow  progress  of  the  _corr 
porate  restructuring  effort  also  explains 
why  the  amount  of  loans  remains  very 
low. 

For  Sale:  Bank  Danamon 

On  30  December  2002,  IBRA  an- 
nounced its  plan  to  divest  its  ma- 
jority share  in  Bank  Danamon.  Accord- 


ing to  IBRA,  this  process  that  began 
early  January  2003,  was  scheduled  for 
completion  by  the  end  of  April  2003- 
A  maximum  of  51%  of  the  bank  was 
supposed  to  be  sold  to  strategic  in- 
vestors, while  a  maximum  of  20% 
would  be  sold  through  the  stock 
market.  This  divestment  scheme  was 
similar  to  that  of  Bank  Niaga,  whose 
divestment  process  was  hilly  completed 
on  8  No-i/ember  2002  —  a  five-month  de- 
lay from  the  originally  planned  com- 
pletion date  of  June  2002.  The  divest- 
ment of  Bank  Danamon  is  likely  to 
face  similar  political  challenges  to 
those  encountered  during  the  divest- 
ment process  of  Bank  Niaga. 

In  March,  IBRA  named  three  final 
bidders  for  the  government's  control- 
ling stake  at  Bank  Danamon,  namely 
the  Asia  Finance  Indonesia  Pte.  Ltd., 
a  consortium  led  by  Singapore's  Tu- 
masik  and  Deutsche  Bank,  the  Artha 
Graha  consortium  and  Bhakti  Capital 
Indonesia  consortium  in  collaboration 
with  Bank  Mega.  Two  bidders,  Bhakti 
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Investment  Management  consortium 
and  Luxemburg's  Ozborne  consortium, 
have  failed  in  the  preliminary  bidding 
process,  because  they  are  not  commer- 
cial banks.  IBRA  expects  arotmd  Rp  2.7 
to  3.7  trillion  from  the  sales,  and  plar\s 
to  announce  the  winning  bidder  in 
May  2003. 

Anticlimax  for  the  Lippo  Bank  Con- 
troversy 

The  Capital  Market  Supervisory 
Agency  (Bapepam)  have  been  strongly 
criticized  for  failing  to  adequately 
punish  the  board  of  directors  and  com- 
missioners of  Lippo  Bank  in  an  alleged 
financial  scam.  Bapepam  imposed  a 
Rp  2.5  billion  (US$280,000)  penalty  for 
the  Lippo  Bank  management  for  mis- 
leading the  public  in  claiming  an  un- 
audited financial  report  as  audited. 
However,  such  decision  reduced  the 
case  to  only  administrative.  Experts 
and  financial  analysts  have  claimed 
that  it  was  more  than  just  an  unin- 
tentional financial  misreporting;  the 
Lippo  Bank  case  should  be  considered 
as  a  serious  corporate  fraud,  since  it 
involved  disseminating  misleading 
information  on  a  publicly  listed  com- 
pany. 

The  Lippo  Bank  saga  started  the 
end  of  last  year  when  the  bank's 
management  reported  a  pair  of  dif- 
ferent financial  statements — one  show- 
ing a  profit,  the  other  a  loss.  With  the 
share  price  at  its  lowest  at  the  end  of 
December,  the  second  financial  state- 
ment— declaring   a   sudden  decline 


in  the  bank's  capital  adequacy  ratio 
(CAR) — was  used  to  justify  a  rights 
issue  in  early  January  that  would 
increase  Lippo  Group's  share  in  the 
bank.  This  raised  a  suspicion  that 
Lippo  Bank's  management  has  delib- 
erately lowered  the  value  of  its  own 
shares  to  allow  its  old  owner,  under 
Lippo  Group,  to  regain  control  of  the 
bank  at  a  discounted  price. 

Bapepam's  decision  was  an  anti- 
climax ending  for  the  case.  It  would 
be  a  bad  precedent  to  the  implement- 
ation of  good  corporate  governance  and 
institutional  reform  in  the  country. 
Punishing  the  directors  with  only  a 
light  administrative  penalty  is  cer- 
tainly ineffective  in  deterring  other 
company  directors  from  committing 
similar  crimes  in  the  future.  More- 
over, Bapepam  has  also  virtually  closed 
the  door  for  further  criminal  investig- 
ation involving  the  bank's  commis- 
sioners and  former  owners,  as  the 
agency's  decision  did  not  even  touch 
them. 

OTHER  ISSUES 

IMF:  Entering  The  Final  Year? 

The  government  and  the  IMF  have 
just  signed  a  new  Letter  of  "'Intent 
(Lol),  followed  by  the  disbursement 
of  US$450  million  in  loans.  This  Lol 
will  be  of  great  significance,  since  the 
IMF  assistance  to  the  country  is  now 
entering  the  supposedly  final  year  of 
the  program.  It  is  not  yet  clear  whether 
or  not  there  will  be  another  extension, 
as  the  government  still  appears  to  be 
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indecisive.  Politically  it  would  be  a 
very  unpopular  decision  to  extend  the 
IMF  program.  But  ending  the"  IMF 
assistance  now  may  bring  serious 
consequences  to  the  country  if  the 
government  does  not  have  any  clear 
strategy  on  the  post-IMF  economic 
reform  agenda.  The  government  also 
has  to  prove  that  it  has  a  commit- 
ment to  its  reform  agenda  without  the 
presence  of  IMF. 

Some  economists  in  favor  of  end- 
ing the  contract  claimed  that  without 
the  IMF,  the  economy  can  grow  by 
6-8%  per  year,  and  the  government 
can  generate  additional  revenue  of 
around  Rp  534  trillion  in  the  next 
three  years.  However,  the  foundation 
of  their  argument  is  weak,  and  is 
based  on  unrealistic  assumptions.  Real- 
istically, the  government  could  at  best 
generate  an  addition  of  Rp  200  trillion. 


In  fact,  there  are  several  consequences 
of  ending  the  IMF  program.  First,  the 
government  may  risk  relations  with 
other  multilaterals  and  foreign  do- 
nors, including  in  rescheduling  the 
debt.  Second,  the  government  will  no 
longer  have  a  'watch-dog'  on  its  eco- 
nomic policy  reform. 

The  New  Labor  Law 

The  Parliament  has  passed  a  bill 
on  Labor  on  25  February  2003.  This 
new  Law  on  Labor  will  immediately 
replace  around  13  laws  and  regulations 
concerning  labor  in  Indonesia.  For  the 
workers,  this  new  law  is  seen  as  suf- 
ficiently protecting  their  rights.  For  the 
business  and  employers,  the  new  law 
has  made  satisfactory  compromises  on 
issues  of  illegal  strikes  and  compen- 
sation. Yet,  the  Law  remains  to  have 
many  problems. 
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THE  year  2003  will  be  a  very 
important  year  for  democratic 
consolidation  in  Indonesia.  With- 
in this  year  some  necessary  preparat- 
ions have  been  made  for  the  coming 
2004  general  elections.  In  the  first  quar- 
ter of  2003  a  number  of  new  political 
laws,  namely  on  political  parties  and  on 
the  general  elections,  have  been  finalized 
by  the  Parliament  (DPR).  The  Law  on 
General  Elections  that  was  legislated 
by  the  DPR  on  18  February  2003  is  a 
guarantee  that  general  elections  will 
be  held  in  2004  as  scheduled. 

This  first  quarter  also  saw  political 
situation  steaming  up  at  both  national 
and  local  levels,  suggesting  that  com- 
petition for  the  coming  election  has  al- 
ready begun.  It  seems  too  early  to  start, 
but  it  is  by  no  means  surprising.  De- 
monstration rallies  take  place  all  over 
the  country,  particularly  in  the  capital. 


almost  everyday.  The  competition  is 
not  only  among  political  parties  but 
also  individual  politicians.  With  the 
rules  of  the  game  still  in  the  making, 
this  could  produce  heightened  political 
tensions,  which  could  lead  to  an  out- 
break of  socio-political  conflicts.  The 
year  2003  will  therefore  be  a  critical 
year  to  test  the  nation's  political  mat- 
urity. 

CHALLENGES  TO  THE  LEADER- 
SHIP OF  PRESIDENT  MEGAWATI 

The  leadership  of  President  Me- 
gawati  Soekarnopoetri  has  been  chal- 
lenged by  at  least  three  types  of  polit- 
ical actions.  The  first  was  mass  de- 
monstrations in  opposition  to  her  pol- 
icies, particularly  the  policy  to  elim- 
inate fuel  subsidies  and  to  raise  the 
charges  for  electricity  and  telephone. 
Labor  unions,  students,  and  even  house- 
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wives  joined  the  street  demonstra- 
tions to  protest  the  price  hike  as  it 
will  affect  the  overall  price  level  and 
thus  reducing  real  incomes.  Business 
associations  also  joined  the  rally  as 
a  means  to  express  their  curr^ulative 
frustrations  over  the  many  problems 
that  have  produced  the  high  cost  eco- 
nomy and  the  failure  on  the  part  of 
the  government  to  deal  with  them. 

Nevertheless,  those  demonstrations 
seemed  to  have  been  politicized  as 
some  political  groups  tried  to  exploit 
them  and  succeeded  in  shifting  the 
issue  from  opposing  the  price  hikes  to 
a  campaign  to  remove  President  Mega- 
wati and  Vice  President  Hamzah  Haz 
from  the  power.  Some  political  group- 
ings, such  as  Partai  Rakyat  Demokra- 
tik  (PRD)  and  several  militant  labor 
unions  that  are  almost  always  on  the 
streets  have  openly  opposed  the  gov- 
ernment on  almost  anything.  Others 
are  doing  that  covertly.  A  few  in- 
dividuals, including  former  Chief  of 
Staff  of  the  Armed  Forces,  Wiranto, 
have  been  accused  by  the  state  intel- 
ligence of  instigating  the  demonstra- 
tions, against  Megawati.  However,  no 
abtions  have  been  taken  against  them. 
Yet,  their  exposure  appears  to  have 
resulted  in  the  ending  of  the  demon- 
strations. 

The  second  challenge  came  from 
political  groups,  political  figures,  and 
some  intellectuals  who  consider  Me- 
gawati as  an  incompetent  leader. 
They  argued  that  the  longer  she  stays 
in  power,  the  worse  the  social  eco- 


nomic condition  of  Indonesia  will 
be.  The  nation  does  not  deserve  to 
suffer  any  longer  and  should  not  wait 
until  the  2004  general  elections  to  get 
a  new  leadership.  These  groups  have 
proposed  that  a  collective  leadership 
composed  of  various  exponents  in 
society  (a  presidium)  should  take 
over.  Rumors  abound  that  indeed 
such  a  presidium  was  already  agreed 
upon  and  was  ready  to  take  over  at 
any  time.  Some  militant  student  groups 
supported  this  move.  However,  it 
did  not  materialize.  Many  individ- 
uals identified  as  being  in  or  nom- 
inated for  the  presidium  denied  any 
involvement  in  this  conspiracy. 

The  third  challenge  was  the  negat- 
ive campaigns,  especially  from  within 
the  President's  political  party  (PDI-P) 
itself.  This  seems  rather  odd  because 
PDI-P  is  highly  dependent  on  Mega- 
wati. For  Megawati's  constituents,  with- 
out her  the  party  is  an  empty  entity. 
In  fact,  this  premise  has  made  Mega- 
wati remain  popular  in  the  eyes  of 
ordinary  Indonesians.  Her  political 
competitors  are  well  aware  that  her 
popularity  is  not  mainly  based  on 
her  capability  and  therefore  they 
want  to  challenge  her  by  creating  a 
difficult  environment  for  her  to  govern. 

All  these  challenges  seem  very 
likely  to  continue  and  might  be  in- 
tensified in  the  months  ahead.  How- 
ever, Megawati's  position  remains 
strong.  Under  the  present  system  there 
is  no  mechanism  to  remove  her  con- 
stitutionally before  the  end  of  the  term 
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in  2004.  Megawati  has  received  this 
assurance  by  Amien  Rais,  Chairperson 
of  MPR,  and  Megawati's  most  likely 
contender  for  the  next  presidency. 
However,  Megawati's  contenders  ap- 
parently have  made  a  strategy  by 
means  of  creating  a  difficult  situation 
for  her.  Her  inability  to  cope  with 
such  a  difficulty  is  expected  by  her 
contenders  to  discredit  her  in  the  eyes 
of  the  people  and  will  therefore  reduce 
her  chances  to  be  re-elected.  There 
have  been  rumors  that  the  military 
has  become  impatient  and  has  en- 
tertained the  idea  of  taking  over  the 
leadership.  However,  these  rumors 
were  unfounded. 

Given  the  fact  that  there  is  still 
the  possibility  for  her  to  gain  popul- 
arity from  the  majority  of  the  peo- 
ple, Megawati  does  not  need  to  be 
too  concerned  about  her  survival, 
at  least  until  2004.  What  she  needs  to 
do  is  to  consistently  implement  the 
policies  for  recovery,  even  though  there 
will  be  strong  opposition  from  various 
quarters.  It  is  the  firmness  and  con- 
sistency of  the  leadership  and  the 
government  that  may  gradually  help 
restore  confidence  in  the  government. 
In  fact,  the  decision  to  partially  reverse 
the  policy  on  subsidies  has  further  re- 
duced the  government's  already  low 
credibility.  Although  it  had  the  effect 
of  ending  the  demonstrations,  but  the 
policy  was  not  in  the  longer-term  in- 
terest of  the  country.  But  Megawati 
still  has  the  chance  to  correct  this  situ- 
ation if  from  now  on  the  government 
will  take  a  firmer  stance  in  implement- 
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ing  its  policies,  especially  with  regard 
to  privatization,  IBRA's  asset  disposal, 
corporate  and  financial  sector  reform. 

POLITICAL  LAWS  ENSURING  2004 
GENERAL  ELECTIONS 

A  package  of  political  bills  has 
been  deliberated  in  the  House  of  Re- 
presentatives (DPR).  This  package  in- 
cludes bills  on  Political  Party,  on  the 
General  Elections,  on  the  Composition 
and  Structure  of  the  People's  Consul- 
tative Assembly  (MPR),  the  DPR,  the 
local  assemblies  (DPRDs)  and  the 
Council  of  Regional  Representatives 
(DPD),  as  well  as  on  Presidential 
Elections.  Two  bills  have  already  been 
legislated  by  the  Parliament  to  be- 
come Laws,  i.e.,  the  Law  on  Political 
Party  and  the  Law  on  General  Elect- 
ions. These  have  eventually  assured 
that  there  will  be  no  delays  in  the  hold- 
ing of  the  2004  general  elections.  The 
two  other  bills  are  in  the  pipeline.  The 
Special  Committees  (Pansus)  of  the 
DPR  have  ensured  that  they  will 
work  on  the  bills  even  during  the 
DPR's  recess  in  March-April  2003. 

The  two  laws  that  have  been  passed 
signify  some  progress  towards  demo- 
cratic consolidation.  However,  they 
also  put  serious  constraints  on  the 
poHtical  parties.  The  Law  on  Political 
Party  stipulates  tighter  requirements 
for  the  establishment  of  a  political 
party.  It  has  to  have  office  branches 
in  50%  of  the  total  number  of  prov- 
inces in  Indonesia  and  it  has  to  have 
(lower)  office  branches  in  50%  of  the 
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total  number  of  districts  in  each  of 
those  provincial  office  branches.  Fur- 
thermore, it  has  to  have  (lowest)  office 
branches  in  25%  of  the  total  number 
of  sub-districts  in  each  of  those  district 
office  branches. 

The  Law  also  requires  all  political 
parties,  be  they  are  old  or  new  ones,  to 
register  at  the  Ministry  of  Justice  and 
Human  Rights  to  be  recognized  as  (of- 
ficial) political  parties.  The  period  for 
registration  is  from  March  to  October 
2003.  All  these  requirements  are  meant 
to  put  a  limit  to  the  number  of  political 
parties  so  that  Indonesia  will  not  end  up 
having  an  extreme  multi  party  system. 
Already  more  than  250  new  political 
parties  have  declared  their  establishment. 
It  is  yet  imclear  whether  all  will  be  re- 
cognized as  such.  Even  if  recognized,  a 
political  party  may  not  automatically  par- 
ticipate in  the  general  elections. 

The  Law  on  the  General  Elections 
stated  that  a  political  party  is  eligible 
to  participate  in  the  elections  if  it  has 
office  branches  in  75%  of  the  total  num- 
ber of  provinces,  and  has  (lower)  of- 
fice branches  in  75%  of  the  total  num- 
ber of  districts  in  each  of  those  prov- 
incial office  branches.  It  stipulates  that 
old  political  parties  are  qualified  to 
participate  in  the  elections  only  if  they 
meet  the  two  percent  threshold  in 
the  current  DPR. 

An  important  development  for  In- 
donesia is  the  introduction  of  a  new 
electoral  system.  The  stated  ideal  was  to 
move  away  from  the  closed  propor- 


tional system,  as  adopted  thus  far, 
to  an  open  proportional  system.  In 
the  former,  voters  only  cast  their 
vote  to  a  political  party.  In  the  latter, 
they  vote  for  a  political  party  and  a 
candidate  from  that  party  from  an 
open  list.  In  the  eleven  hour  during 
the  deliberations  in  the  DPR,  it  became 
clear  that  a  fully  open  system  was  not 
favored  by  the  two  largest  parties,  PDI-P 
and  Golkar.  The  compromise  was  to 
allow  voters  to  vote  for  either  a  party 
and  a  candidate  or  just  the  party.  In  case 
of  the  latter,  the  vote  is  seen  as  given  to 
the  party  (i.e.,  its  central  board)  to 
select  the  candidate,  which  means  a 
return  to  the  old  system.  Thus,  the  re- 
form has  only  been  implemented  half 
way  as  many  political  parties  thought 
that  they  are  not  ready  yet  to  produce 
the  open  list  (at  the  provincial  level). 
Hence  the  term  "quasi  open  propor- 
tional" system  could  best  describe  the 
outcome. 

The  electoral  district  for  election 
of  DPR  is  defined  not  on  the  basis  of 
the  territorial  boundaries  of  govern- 
ment administration  but  on  the  num- 
ber of  population  within  a  province. 
An  electoral  district  can  be  a  province 
or  composed  of  several  districts  in  a 
province.  While  the  electoral  district 
for  election  of  DPD  is  a  provincial  ter- 
ritorial boundaries. 

The  general  elections  will  elect 
members  of  the  DPR,  DPRD  (local  as- 
semblies) and  the  DPD  (Council  of  Re- 
gional Representatives).  The  DPR  will 
consist  of  550  members.  They  will  be 
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seen  as  elected  members,  but  some 
members  will  be  there  not  because 
they  were  voted  for  by  the  people 
but  because  they  have  been  assigned 
by  the  political  parties  to  be  there. 
Again,  the  ideal  is  to  have  all 
members  representing  constituents 
(voters).  What  is  going  to  be  there  is 
less  than  ideal  as  a  result  of  the  quasi 
open  system.  It  remains  to  be  seen 
how  large  the  proportion  of  assigned 
members  is  going  to  be.  Each  province 
will  elect  four  regional  representatives 
for  the  DPD.  Participants  in  the  election 
for  DPD  members  are  individuals,  not 
political  parties. 

Other  agreements  contained  in  the 
Law  include  a  quota  for  women,  of 
at  least  30%,  in  the  party's  list  of  can- 
didates. However,  the  wording  in  the 
law  suggests  that  this  rule  is  less  bind- 
ing than  generally  thought  to  be  the 
case.  It  becomes  more  of  an  appeal 
or  encouragement  to  political  parties 
to  do  so.  It  also  remains  to  be  seen 
whether  political  parties  that  do  not 
meet  the  30  percent  quota  would 
suffer  from  it  in  the  general  elect- 
ions. The  Election  Committee  ,(KPU), 
which  will  be  in  charge  of  conducting 
the  elections,  consists  of  11  members 
who  are  non-partisan  figures.  The  Law 
states  that  they  have  to  be  full-time 
members.  Immediately  following  the 
passing  of  the  Law,  two  members  of 
KPU  have  announced  that  they  will 
tender  their  resignation  as  they  do  not 
want  to  give  up  their  teaching  profes- 
sion at  the  university.  This  is  rather 


unfortunate  because  they  are  qualified 
KPU  members. 

The  larger  political  parties  have 
all  the  reasons  to  celebrate  the  pas- 
sing of  the  election  law,  while  the 
smaller  and  newly-established  parties 
will  face  major  hurdles  to  be  able  to 
participate  in  the  2004  elections.  Per- 
haps, this  new  electoral  arrangement 
will  produce  a  more  stable  democracy. 
However,  for  many  years  to  come  the 
system  will  be  dominated  by  the  es- 
tablished, status-quo  oriented  parties. 
New,  progressive  parties  have  little 
chance  to  play  a  significant  role  in 
reforming  the  system.  Thus,  fresh 
ideas  will  have  to  filter  through  the  es- 
tablished parties.  There  is  as  yet  great 
reluctance  on  the  part  of  younger  In- 
donesians to  work  from  within  the 
established  political  parties. 

Two  other  bills  — i.e.,  on  Direct 
Presidential  election,  and  Structure 
and  Composition  of  MPR,  DPR,  DPD 
and  DPRD —  are  now  being  deliber- 
ated in  the  DPR.  It  is  expected  that 
both  bills  could  be  legislated  by  the 
end  of  the  DPR's  second  session 
period  on  May  2003.  The  most  crucial 
point  on  the  deliberation  of  the_Bill  on 
Presidential  Election  has  been  the  thres- 
hold for  a  party  or  a  coalition  of  parties 
to  be  eligible  to  nominating  candid- 
ates of  President  and  Vice  President. 
The  Bills  proposes  that  the  threshold 
would  be  20%  of  popular  vote  of  the 
parliamentary  election.  PDIP  and  Gol- 
kar supported  this  proposal;  while 
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Other  political  parties,  including  PPP, 
PKB  and  PAN,  opposed  it.  They  argue 
that  20%  of  popular  vote  is  unfair. 
Some  of  them  propose  that  all  political 
parties  qualified  to  participate  in  the 
parliamentary  elections  should  be 
eligible  to  nominate  presidential  cand- 
idates. While  some  others  argue  that 
all  qualified  political  parties  have  to 
have  an  equal  right  to  nominate 
presidential  candidates  in  the  2004 
direct  presidential  election. 

SOCIETY  RESPONSES  TO  2004 
GENERAL  ELECTION 

People  in  general  do  not  really 
care  or  realize  that  2004  General  Elect- 
ions are  totally  different  from  previous 
elections  in  terms  of  electoral  types  and 
systems.  This  suggests  that  there  would 
be  a  great  level  of  certainty  on  the 
results  of  the  2004  elections.  In  other 
words,  the  result  of  the  next  elections 
would  not  end  up  with  too  much  dif- 
ference from  the  results  of  the  1999 
general  elections.  It  is  arguable  there- 
fore, that  majority  of  voters  do  not 
yet  assume  general  elections  as  a  de- 
mocratic mechanism  of  rewards  and 
punishment  for  public  officials.  This 
was  reflected  by  several  recent  surveys 
on  voters'  behavior  in  the  next  2004 
general  elections. 

A  comprehensive  study  on  "Kinerja 
Pemerintah,  Partai  Politik  dan  Presiden 
Pilihan  Rakyat  2004  Sebuah  Perkiraan  dari 
Survey  Nasional  Barometer  Indonesia  un- 
tuk  Konsolidasi  Demokrasi  Indonesia  1&2," 
conducted  on  October-November  2001 


and  2002,^  for  example,  resulted  in  some 
interesting  points.  First,  57%  of  respond- 
ents have  already  decided  their  parties' 
choices  if  the  election  is  held  now.  The 
composition  of  their  choices  are  as  fol- 
lows: 29%  for  PDIP,  23%  for  Golkar,  16% 
for  PKB,  15%  for  PPP,  8%  for  PAN,  3%  for 
PBB,  and  2%  for  PK.  Second,  only  45% 
of  respondents  have  already  known  whom 
to  be  chosen  presidents  in  the  presidential 
election.  The  composition  of  this  percent- 
age is  as  follows:  37%  for  Megawati 
Soekarnopoetri,  14%  for  Hamzah  Haz, 
10%  for  Amien  Rais,  8%  for  Abdurrah- 
man Wahid,  7%  for  Yusril  Ihza  Mahen- 
dra,  5%  for  Akbar  Tanjung,  4%  for  Susilo 
Bambang  Yudhoyono,  3%  for  Sri  Sultan 
Hamengkubuwono  X,  3%  for  B.J.  Habibie, 
and  2%  for  Nurcholish  Madjid. 

Another  survey,  conducted  in  dif- 
ferent time,  areas  and  respondents, 
came  out  with  almost  similar  political 
picture  on  the  same  issues  as  the 
above  survey's  results.^  70.3%  of  the 
respondents  have  clear  decisions  on 
what  political  parties  would  be  chosen 
in  2004  general  elections.  These  clear 
decisions  fall  in  the  following  com- 
position: 15.1%  for  PDIP,  17.2%  for 
Golkar,  8.4%  for  PPP,  6.1%  for  PAN, 


'Sayiful  Mujani  (Koordinator),  Kinerja  Pe- 
merintah, Partai  Politik  dan  Presiden  Pilihan 
Rakyat  2004  Sebuah  Perkiraan  dari  Survey  Na- 
sional  Barometer  Indonesia  untuk  Konsolidasi 
Demokrasi  1&2,  Jakarta:  Pusat  Pengkajian 
Islam  dan  Masyarakat  (PPIM)  UIN  Syarif  Hi- 
dayatuUah,  dan  The  Ford  Foundation)  2002. 

^Danareksa  Research  Institute,  Signs  of 
Golkar  Resurrection,  Special  Report  March 
2003  (Jakarta:  Danareksa  Research  Institute, 
2003). 
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7.4%  for  PKB,  1.5%  for  PBB,  1.3%  for 
PK,  ar\d  0.3%  for  PPP  Reformasi.  Al- 
though Golkar  has  stronger  support 
than  PDIP,  the  there  is  no  fundamental 
change  in  the  dominant  position  of 
the  five  major  parties. 

On  the  issue  of  presidential  election, 
the  result  of  the  survey  indicates  that 
68,9%  of  the  respondents  have  clear  votes 
for  the  next  president.  This  percentage 
falls  in  the  following  composition:  15,3% 
for  Megawati  Soekarnoputri,  7,2%  for 
Yusril  Ihza  Mahendra,  6.6%  for  Amien 
Rais,  5.3%  for  Abdurrahman  Wahid, 
5.2%  for  Zainuddin  MZ,  5.2%  for  Su- 
silo  Bambang  Yudhoyono,  4.2%  for 
Hamzah  Haz,  3.4%  for  Yusuf  Kalla, 
and  2.7%  for  Akbar  Tanjung.  Thus, 
Megawati  remains  the  most  popular 
figure  to  (re)elected  president.  The  inter- 
esting point  of  this  result  is  the  arisen 
of  Yusri  Ihza  Mahendra  who  got  better 
support  than  Amin  Rais. 

Another  recent  survey,  but  with 
more  segmented  respondent,  i.e.  young 
voters  (experienced  only  in  the  1999 
general  elections),  and  specific  issue 
on  general  elections  for  the  national 
parliament  (DPR),  resulted  in,  among 
others,  the  following  composition:  47.7% 
for  PDIP,  15.6%  for  PPP,  12.5%  for 
PAN,  8.2%  for  Golkar,  6.9%  for  PK, 
4.1%  for  PKB,  3.1%  for  PBB,  and  1.7% 
for  other  parties.  This  result  indicates 
that  even  for  young  voters,  PDIP  re- 
mains the  most  popular  party.^  How- 


^Peta  Kekuatan  Partai  Besar  Peserta  Pemilu 
di  Kalangan  Pemilih  Pemula  Survey  Limn  Kota 
Besar  di  Indonesia  (Jakarta:  Frontier  Marketing 
&  Research  Institute,  2003). 


ever,  the  interesting  points  are  that 
Golkar  is  down  under  PPP  and  PAN, 
and  PK  is  up  above  PKB  and  PBB. 

On  the  issue  of  general  elections 
for  the  DPR,  there  seems  no  much 
choice  for  the  society  (majority  of 
voters)  to  vote  for  the  (old)  established 
major  political  parties  rather  than 
to  vote  for  new  political  parties.  It 
might  be  partly  because  there  re- 
mains a  very  strong  traditional  voting 
behavior  of  the  society,  i.e.  they  vote 
for  parties  because  emotional  ties  with 
the  parties.  Another  reason  could  be 
that  new  political  parties  have  not 
enough  time  to  popularize  themselves 
and /or  they  have  no  comparative  po- 
litical advantages  that  could  mani- 
pulate people's  emotion  and  empathy 
to  giving  their  support.  If  these  are 
the  case,  it  would  be  far  to  expect 
that  the  2004  general  elections  would 
result  in  a  dramatic  outcome  that 
would  be  really  significance  to  further 
political  reform  and  economic  recover}' 
in  Indonesia. 

Apart  from  the  views  of  these 
surveys,  people  have  been  discussing 
about  the  possibilities  of  nominating 
non-political  party  figures  for  the  2004 
^.-presidential  election.  The  main  con- 
cern is  that  the  future  of  Indonesia 
would  desperately  require  a  leader- 
ship that  has  a  strict  moral  and  ethical 
character  combined  with  managerial 
capacity.  This  leadership  qualification 
would  be  hardly  found  in  any  party's 
leader.  The  discussions  tend  to  come 
out  with  the  following  non-political 
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party  figures,  among  others:  Nurcholish 
Madjih,  Ahmad  Syafii  Maarif,  Sala- 
huddm  Wahid,  Sulastomo,  Aburizal 
Bakri,  Siswono  Yudhohusodo  and  Ha- 
syim  Muzadi. 

OTHER  POLITICAL  EVENTS 

The  New  Labor  Law 

The  Parliament  has  passed  a  bill 
on  Labor  on  25  February  2003.  This 
new  Law  on  Labor  will  immediately 
replace  around  13  laws  and  regulations 
concerning  labor  in  Indonesia.  For  the 
workers,  this  new  law  is  seen  as  suf- 
ficiently protecting  their  rights.  For 
the  business  and  employers,  the  new 
law  made  satisfactory  compromises 
on  issues  of  illegal  strikes  and  com- 
pensation. Yet,  the  Law  remains  to 
have  many  problems. 

At  least  five  issues  have  been  the 
focus  of  public  attention  and  debate. 
First,  on  the  contract  system.  It  is  a 
fact  that  the  past  years  saw  an  increase 
in  the  use  of  this  system  by  employers 
given  the  many  problems,  in  large 
part  created  by  the  existing  regulations 
on  labor,  pertaining  to  the  hiring  and 
firing  of  workers.  The  Law  now  stipu- 
lates that  contract  can  be  made  for  a 
maximum  of  two  years,  and  can  be 
extended  only  once  for  the  maximum 
of  one  year.  Furthermore,  this  con- 
tract can  be  used  only  for  types  of 
temporary  work.  Second,  workers  that 
are  engaged  in  legal  strikes  have  the 
right  to  continue  to  receive  their  wages. 
If  they  engage  in  illegal  strikes  they 


will  receive  no  pay,  but  they  can- 
not be  regarded  as  being  absent  from 
work  and  thus  cannot  be  fired  by  the 
employer.  A  strike  is  considered  legal 
if  it  follows  the  formal  procedures  for 
a  strike.  Third  on  firing  and  compen- 
sation. An  employee  can  be  fired  or 
laid  off  on  the  basis  of  a  crime  com- 
mitted by  the  employee,  the  establish- 
ment goes  bankrupt,  voluntarily  re- 
signation, serious  illness.  A  different 
compensation  formula  is  applied  to 
these  cases.  Fourth,  there  are  two  types 
of  outsourcing,  i.e.,  for  work  and  for 
labor.  Outsourcing  for  work  can  only 
be  undertaken  for  activities  that  are 
not  part  of  the  core  business  of  the 
respective  company.  Outsourcing  for 
labor  can  only  be  undertaken  for  in- 
cidental and  additional  activties  of 
the  respective  company.  The  Law  es- 
sentially limits  the  use  of  outsourcing. 
The  rationale  for  this  remains  highly 
debatable.  Fifth,  a  company  that  is 
closed  down  by  the  owner  because  of 
failure  to  settle  a  dispute  with  the 
workers  is  obliged  to  pay  the  workers 
and  cannot  prohibit  the  workers  from 
coming  to  work. 

Ac  eh 

On  9  February  2003  the  peace  agree- 
ment has  entered  the  so-called  five- 
month  demilitarization  phase,  which 
requires  GAM  (Free  Aceh  Movement) 
to  relinquish  their  weapons  at  secret 
designated  sites  and  the  Indonesian 
military  to  relocate  its  forces  and  to 
transform  into  a  defensive  force.  Seven 


46 


THE  INDONESIAN  QUARTERLY,  Vol.  XXXI/2003,  No.  1 


new  "peace  zones"  have  been  estab- 
lished in  Aceh  province,  where  the 
rebels,  soldiers,  and  police  can  move 
freely  but  without  weapons.  The 
Henry  Dunant  Centre  of  Geneva  re- 
ported at  a  press  conference  on  20  Feb- 
ruary that  there  have  been  no  in- 
cidents reported  in  Indrapuri,  the  first 
established  Peace  Zone,  created  on 
25  January.  However,  the  implement- 
ation has  not  been  without  difficult- 
ies. The  Switzerland-based  monitor- 
ing group,  the  Joint  Security  Com- 
mittee (JSC),  found  that  both  gov- 
ernment forces  and  rebels  have  been 
violating  the  December  9th  agree- 
ment. Infractions  include  the  killing  of 
two  rebels  by  government  troops  on 
25  January  in  Lamno,  West  Aceh.  The 
rebels  are  accused  of  killing  two  gov- 
ernment soldiers  in  Manggamat,  South 
Aceh.  The  police  has  also  been  ac- 
cused of  killing  two  civilians.  Under  the 
agreement,  both  sides  are  required  to 
investigate  the  violations  and  punish 
the  offenders.  The  Joint  Security  Com- 
mittee has  sanctioned  both  GAM  and 
the  Indonesian  Government  for  viol- 
ations, but  their  authorized  response 
is  limited  to  moral  sanctions.  The  exact 
form  these  sanctions  will  take  has  not 
been  established.  An  international 
team  is  scheduled  to  arrive  in  Aceh 
to  help  JSC  with  weapons  verification 
and  to  supervise  the  implementation 
of  the  peace  agreement. 

It  remains  to  been  seen  how  this 
peace  agreement  would  be  really  work- 
ing to  restore  peace  in  Aceh.  There  have 
been  worries  that  this  agreement  would 


fail  mainly  because  the  too  long  and 
strong  hostility  between  the  conflicting 
parties.  This  explains,  although  the 
agreement  has  been  established,  it  is 
actually  not  a  peace  settlement.  It  is 
rather  a  framework  for  negotiating  a 
resolution  of  the  conflict.  Therefore,  it 
remains  extremely  fragile.  The  conse- 
quences of  failure  would  be  grim,  and 
intensified  military  operations  would  be 
all  but  inevitable.  The  outpouring  of 
enthusiasm  that  the  agreement  has 
generated  across  Aceh  should  be  reas- 
onable enough  for  all  parties  involved 
to  do  their  utmost  to  ensure  its  success. 

Papua 

Presidential  Decree  No.  1/2003  has 
declared  that  the  province  of  Papua 
will  be  divided  into  three  new  prov- 
inces: West  Irian  Jaya,  Central  Irian 
Jaya,  and  East  Irian  Jaya.  The  Minister 
of  Internal  Affairs,  Hari  Sabarno,  is 
planning  to  proceed  with  the  legal  and 
political  process  to  ask  DPR  to  approve 
the  division.  The  argument  for  the 
division  is  that  Papua  is  three  times 
bigger  than  Java,  and  the  division 
would  improve  the  management  of 
Papua  and  speed  up  development 
in  the  region.  Opponents,  largely  re- 
ligious and  ethnic  groups  in  Papua, 
assert  that  the  presidential  decree 
violates  the  law  that  granted  Papuans 
special  autonomy  as  they  have  not 
been  consulted  with  on  the  decision. 
Protesters  are  preparing  to  bring  the 
case  before  the  Supreme  Court  for  jud- 
icial review. 
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Many  have  been  wondering  that  the 
Presidential  Decree  is  just  making  the 
already  complex  problems  of  Papua 
becoming  more  and  more  complex.  It 
becomes  worse  given  the  fact  that  there 
seems  no  government  office  or  high 
ranking  official  being  in  charge  to 
taking  care  the  problems  of  Papua. 
The  Decree  has  created  strong  sus- 
picion that  the  central  government  is 
trying  to  change  the  issue  of  Papua's 
special  autonomy. 

Legal  Process  of  The  Bali  Bombings 

The  investigations  on  the  Bali  bomb- 
ing have  moved  to^  the  next  stage,  that 
is  to  bring  the  perpetrators  to  court. 
US  President  George  W.  Bush  has  con- 
gratulated President  Megawati  Sukar- 
noputri by  phone  for  this  success.  The 
Indonesian  police  has  shown  effective- 
ness in  investigating  the  Bali  bomb- 
ings. They  have  arrested  in  total  nearly 
30  suspects.  The  trials  are  expected  to 
uncover  the  operational  strategy  of 
key  groups  while  exposing  the  ter- 
rorist network  that  allegedly  includes 
Jemaah  Islamiah  (JI)  and  Al  Qaeda. 
The  police  has  not  named  Indonesian 
Muslim  cleric  Abu  Bakar  Ba'asyir,  head 
of  Jemaah  Islamiah,  as  a  suspect  even 
though  statements  have  been  made  by 


some  of  the  persons  involved  in  the 
bombings  that  he  has  approved  the 
bombings.  Ba'asyir  is  expected  to  face 
trial  in  Jakarta  in  the  coming  months 
over  other  bombings  that  took  place 
in  2000. 

Politics  in  Next  Three  Months 

The  next  three  months  will  not  see 
major  political  events  unfolding,  but  the 
political  climate  will  continue  to  heat 
up.  The  DPR  has  to  finalize  two  crucial 
political  laws  —  one  is  on  the  Com- 
position and  Structure  of  MPR  and 
the  DPR,  and  the  other  on  Presidential 
Elections.  They  will  have  to  decide 
on  a  number  of  important  things.  There 
is  concern  that  the  large  and  well- 
established  political  parties  will  make 
it  difficult  for  independent  candidates 
to  enter  into  the  presidential  race. 
Also,  smaller  political  parties  may 
not  be  given  the  right  to  nominate  a 
presidential  candidate. 

In  the  months  to  come  the  larger 
parties  will  begin  the  process  of  select- 
ing their  presidential  candidates.  Gol- 
kar Party  has  started  to  introduce  a 
convention  to  nominate  its  presidential 
candidates.  This  could  be  followed  by 
the  other  political  parties. 


Indonesia's  Changing  Role  in  OIC: 
Is  It  A  "Necessity  of  Foreign  Policy"? 

Anak  Agung  Banyu  Perwita 


AS  reported  by  the  Jakarta  Post 
(27  February  2003),  Presid- 
ent Megawati  Soekarnoputri 
has  called  on  the  United  States  not 
to  attack  Iraq  unilaterally.  This  state- 
ment which  was  made  during  the 
informal  consultation  of  the  Organ- 
ization of  Islamic  Countries  (OIC)  in 
Kuala  Lumpur  reflects  a  stronger  stance 
of  Indonesia  to  the  US  intention  to 
use  of  force  against  Iraq.  Of  course, 
this  statement  also  marked  a  more 
significant  Indonesia's  policy  toward 
the  OIC.  Yet,  the  question  is  still  re- 
main obvious:  how  far  can  Indonesia 
change  its  position  toward  the  OIC? 

This  article  first  discusses  the  his- 
torical and  political  background  of 
the  formation  of  OIC,  it  then  dis- 
cusses Indonesia's  objectives  in  taking 
part  in  the  OIC  in  1969.  The  next  part 
of  this  chapter  examines  the  changes 
in  Indonesia's  policy  to  the  OIC  in 
the  1980s  and  1990s.  It  also  elaborates 
the  need  for  Indonesia  to  change  its 
role  due  to  the  rapid  changes  in  dom- 
estic and  international  level. 


THE  POLITICAL  BACKGROUND 
OF  THE  ESTABLISHMENT  OF 
THE  OIC 

The  root  of  the  OIC  can  be  seen 
in  the  pan  Islamism  19th  century  and 
followed  by  other  significant  events 
in  the  post-World  War  II  era.  The  OIC 
was  established  at  a  meeting  held  on 
22-25  September  1969  in  Rab?t,  Mo- 
rocco. The  major  aims  of  the  con- 
ference were  to  deplore  the  act  of 
arson  in  the  Holy  Al-Aqsa  mosque  in 
Jerusalem  on  21  August  1969  and  to 
declare  their  firm  resolve  to  close 
ranks  and  to  consult  together,  in  pro- 
moting close  cooperation  among 
members  in  the  economic,  political, 
cultural  and  spiritual  fields^  The 
summit,  which  was  attended  by  the 
representatives  of  24  countries,  also 
agreed  to  convene  a  meeting  of  foreign 
ministers  of  participating  countries  in 


'Ahsan,  Abdulahil.  Muslim  Society  in  Cri- 
sis: A  Case  Study  of  the  Organization  of  the 
Islamic  Conference.  Ph.D  thesis.  The  Univer- 
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1970  to  establish  a  general  secretariat 
in  Jeddah  and  to  appoint  a  Secretary 
General  for  the  organization.  The 
formal  name  of  the  organization  (in 
English)  was  the  Organization  of  the 
Islamic  Conference  (OIC). 

The  first  conference  of  Islamic  For- 
eign Miniasters  in  Jeddah  during  23- 
25  March  1970,  as  a  significant  con- 
tinuation of  Rabat  Summit,  elected 
Tunku  Abdul  Rahman  of  Malaysia  as 
the  first  Secretary  General  of  the  OIC^. 
The  secretary  general  was  called  upon 
to  elaborate  the  organizational  struc- 
ture of  its  main  bodies  and  mode  of 
operation^  In  the  third  Islamic  Foreign 
Ministers  Conference,  held  at  Jeddah 
from  29  February  to  4  March  1972,  the 
participant  members  agreed  on  the 
Charter  of  the  Organization  of  the 
Islamic  Conference''. 

Since  the  Rabat  Summit,  the  mem- 
bership of  OIC  has  grown  rapidly 
from  24  to  54  member  states,  two  ob- 
server states  (Republic  of  Kazakhastan 
and  Republic  of  Bosnia-Herzegovina) 
and  two  Muslim  communities  (Tur- 
kish Muslim  Community  of  Kibris  and 
Moro  National  Liberation  Front)^.  Its 
membership  includes  monarchies,  Re- 


^uide  to  OIC  (1998),  1. 

■'Hasan  Moinuddin,  The  Charter  of  Islamic 
Conferences  (Oxford:  Clarendon  Press,  1987), 
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publics.  Islamic  Republics  and  military 
dictatorships.  In  terms  of  world  eco- 
nomic standards,  they  include  some 
of  the  highest  per  capita  income  group 
countries  as  well  as  the  lowest  per 
capita  income  group  countries^. 

Even  though  the  number  of  parti- 
cipating states  has  increased  drama- 
tically, the  process  of  institutional- 
ization of  the  OIC  as  a  modem  inter- 
national organization  has  not  gone 
smoothly.  According  to  AbduUahil 
Ahsan,  citing  Tunku  Abdul  Rahman, 
this  was  mainly  due  to  'the  ego  and 
indifference'^  of  some  member  states 
and  the  lack  of  common  political,  eco- 
nomic, social  and  cultural  factors.  Des- 
pite this  wide  diversity,  as  John  O. 
Oval  has  pointed  out,  the  "OIC  has 
become  a  global  formal  network  of 
official  linkages  among  states,  in 
which  the  majority  of  the  population 
is  Muslim"*  and  is  the  most  significant 
institution  of  global  political  Islam. 

The  Charter  did  not  precisely  pre- 
scribe the  conditions  for  OIC  mem- 
bership. According  to  Article  VIII  of 
the  Charter  every  Muslim  state  is 
eligible  to  join  the  Islamic  Conference 
upon  submission  of  an  application 
expressing  its  desire  and  prepared- 
ness to  adopt  this  Charter'.  The  mean- 
ing of  the  term  'Muslim  States'  was 


*Ahsan,  Muslim  Society  in,  53.  See  also 
Moinuddin,  Charter  of  Islam,  69-70. 

^Ibid.,  54. 

'John  L.  Esposito,  Political  Islam:  revolution, 
radicalism  or  reform  (1997),  240. 
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vague  and  in  practice  it  has  frequently 
been  used  inconsistently. 

INDONESIA  AND  THE  OIC 
DURING  THE  1970S  AND  1980S 

Indonesia  did  not  send  a  delegat- 
ion to  the  1969  Rabat  conference,  or 
to  the  first  and  the  second  Islamic  Con- 
ferences of  Foreign  Ministers  (ICFM). 
The  major  reason  for  this  was  that 
the  New  Order  government  was  still 
consolidating  its  domestic  power.  The 
inclusion  of  Islam  in  foreign  policy 
making  would  only  have  constrained 
Indonesia's  internal  political  consol- 
idation. Moreover,  the  government, 
particularly  military,  still  had  a 
strong  perception  that  Islam  could 
threaten  Indonesia's  political  stability 
and  that  elements  of  the  Muslim 
community  still  wanted  to  establish 
an  Islamic  state.  Thus,  the  New  Order 
regime  did  not  want  to  include  the 
Islamic  sentiment  in  Indonesia's  for- 
eign policy  for  considerations  of  dom- 
estic politics. 

Furthermore,  the  1971  election  re- 
sults, which  gave  a  decisive  victory 
for  Golkar,  was  also  a  crucial  starting 
point  for  the  New  Order  to  make 
clear  that  Islam  was  not  a  cornerstone 
of  Indonesia's  foreign  policy.  More 
importantly,  considering  the  import- 
ance of  regional  cooperation  and 
stability,  Indonesia  put  the  regional 
grouping  ASEAN,  which  was  estab- 
lished in  1967,  as  the  cornerstone  of 
Indonesia's  foreign  policy  rather  than 
the  OIC. 


Indonesia's  first  attendance  at  a 
major  meeting  of  the  OIC  was  the 
third  ICFM  in  Jeddah,  Saudi  Arabia 
in  1972.  In  this  meeting,  Indonesia's 
delegation,  headed  by  foreign  min- 
ister Adam  Malik,  was  ordered  by 
president  Soeharto  to  promote  coop- 
eration among  the  members  of  OIC 
based  on  equal  partnership  and  the 
UN  Charter'.  Indonesia  would  be  in- 
volved in  the  OIC  only  in  a  loose  and 
non-binding  way  without  involving 
the  Islamic  sentiments'"  and  to  the 
extent  that  this  was  consistent  with 
the  UN  Charter".  In  this  context.  Pres- 
ident Soeharto  regarded  the  UN  as 
being  a  more  important  multilateral 
forum  for  Indonesia's  foreign  policy 
than  the  OIC. 

Soeharto  also  perceived  that  the 
OIC  was  not  reliable  enough  in  set- 
tling all  issues  related  to  Islam.  This 
was  mainly  due  to  the  'ideological' 
barriers  and  internal  division  of  the 
OIC.  The  lack  of  strong  internal  co- 
hesion among  its  members  pushed 
Indonesia  to  limit  its  political  com- 
mitment to  the  OIC'^  As  a  former 
foreign  minister  noted:  "considering 


This  order  was  stated  in  Instruksi  Pre- 
siden  (The  Presidential  Instruction)  No.  22/ 
1972.  See  Rosyadi,  Imron  (1981),  p.  4. 

'"Interview  with  a  senior  Indonesian  di- 
plomat, 5  September  1999. 

"Basyar  Hamdan  (1999).  'OKI  dan  peran 
Indonesia  [OIC  and  the  role  of  Indonesia]'. 
In  Profit  Indonesia,  No.  4,  pp.  141-151. 

'^Interview  with  an  Indonesian  scholar, 
5  August  1999. 
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the  lack  of  cohesion  among  the  OIC 
members.  President  Soeharto  never 
showed  any  interests  in  Indonesia 
being  too  deeply  involved  in  the 
OIC"^^  Moreover,  as  one  senior  di- 
plomat remarked. 

During  that  period  [1970-1980s], 
OIC  was  divided  into  two  main 
groups:  revolutionary  (progressive) 
and  conservative  Islamic  states  and 
it  will  be  good  for  Indonesia  to  stay 
away  from  these  two  groups  in  order 
to  lessen  the  internal  conflict  among 
the  members". 

Indonesia's  involvement  in  the 
OIC,  as  Kusumaatmdja  noted,  was  also 
partly  motivated  by  a  political  reason: 

To  prevent  the  organization  from  becoming 
a  pan-Arab  organization.  Indonesia,  instead- 
encouraged  the  OIC  to  become  a  mainstream 
movement  among  developing  countries^^. 

Further,  OIC  was  also  divided,  as 
Amien  Rais  noted,  into  Arab  (Pan 
Arabism)  and  non-Arab  camps  which 
in  turn  weakened  the  internal  unity 
of  the  OIC  as  a  multilateral  organiza- 
tion'*. As  a  result,  Indonesia  had  no 
strong  political  commitment  to  en- 
hancing its  relations  with  the  OIC. 
Thus,  the  level  of  involvement  of  In- 
donesia in  the  OIC  was  very  limited. 

Furthermore,  President  Soeharto 
perceived  that  any  close  relationship 


'^Interview  with  a  former  Indonesian  for- 
eign minister,  30  November  1999. 

'''Interview  with  a  senior  Indonesian  di- 
plomat, 1  September  1999. 

'^Ibid. 

^^Republika,  9  December  1996. 


with  the  Muslim  world  in  OIC  would 
become  a  serious  political  hurdle 
to  Indonesia's  relationship  with  the 
Western  world"".  Indonesia's  relations 
with  the  Western  world  were  much 
more  significant  in  the  sense  that  In- 
donesia needed  large  scale  foreigii 
investment  and  aid  to  accelerate  its 
economic  development.  The  position 
of  Indonesia  in  the  OIC,  in  other 
words,  can  be  seen  as  a  compromise 
between  a  'policy  of  accommodation' 
to  the  domestic  political  circumstances 
and  the  political  imperative  of  Indo- 
nesia's good  relations  with  the  Western 
world. 

However,  the  Indonesian  govern- 
ment was  determined  to  maintain 
its  participation  in  OIC,  reflecting  the 
fact  that  Indonesia  has  the  largest 
Muslim  population  in  the  world.  As 
Mochtar  Kusumaatmadja,  the  next 
Foreign  Minister  after  Adam  Malik, 
stated  "Indonesia's  involvement  in 
the  OIC  is  an  indication  that  our  for- 
eign policy  cannot  ignore  that  88  per- 
cent of  our  population  which  belongs 
to  the  Muslim  religion"'^.  This  attitude 
reflects  the  ambiguity  of  most  of 
Indonesia's  policies  toward  the  OIC. 
On  one  hand,  Indonesia's  non-mem- 
bership of  the  OIC  was  based  on  its 


'''Interview  with  a  senior  Indonesian 
diplomat,  5  September  1999. 

'^Quoted  in  Azyumardi  Azra,  Islam  in 
Indonesia's  Foreign  Policy:  assesing  the  im- 
pacts of  Islam  revivalism  during  the  Soe- 
harto era.  In  Studi  Islamika:  Indonesian  Journal 
of  Islamic  Studies  (2000):  23 
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non-Islamic  status,  but  on  the  other 
hand  Soeharto  had  also  to  respect 
the  voice  of  Islam  within  Indonesian 
society  for  the  purposes  of  his  dom- 
estic political  needs  and  thus  needed 
to  participate  in  the  OIC. 

Some  Muslim  leaders  of  NU  and 
Muhammadiyah,  for  instance,  regretted 
the  government's  refusal  to  sign  the 
OIC  Charter,  while  the  'secular-na- 
tionalists' and  non-Muslim  elites  ap- 
plauded this  policy^'.  In  order  to  calm 
down  the  domestic  debates  among  the 
political  elite,  the  Minister  of  Foreign 
Affairs,  Adam  Malik,  issued  a  press 
statement  that  "the  government  was 
not  yet  prepared  to  sign  the  Islamic 
Charter  because  Indonesia  was  not  an 
Islamic  state"^". 

Since  the  third  Islamic  Conference 
of  Foreign  Ministers  (ICFM)  in  Jeddah, 
Saudi  Arabia  in  1972  Indonesia  com- 
mitted itself  to  more  actively  parti- 
cipate in  the  conferences.  This  was 
mainly  because  the  New  Order  gov- 
ernment had  domestically  succeeded 
to  control  political  Islam  and  to  con- 
solidate its  domestic  political  power. 
Despite  this,  Indonesia  asked  the  OIC 
to  implement  a  loose  principle  in  its 
membership^^  because  it  still  rejected 
Article"  VIII  of  the  OIC  Charter  which 


stated  that  "every  Muslim  state  is  eli- 
gible to  join  the  Islamic  Conference". 
Indonesia  still  refused  to  sign  the 
Charter  but  committed  itself  to  parti- 
cipate in  OIC  based  on  the  1945  Con- 
stitution". The  position  of  Indonesia 
in  OIC  was  'active-participant'". 

Commenting  on  Indonesia's  parti- 
cipation in  the  OIC  from  the  1970s  to 
the  late  1980s,  Imron  Rosyadi,  a  mem- 
ber of  the  House  of  Representatives 
from  the  Partai  Persatuan  Pembangim- 
an  noted  that  it  was  static,  uncompre- 
hensive  and  a  mere  formality^^. 

INDONESIA  AND  THE  OIC  IN 
THE  1990S 

The  end  of  the  Cold  war  and  alter- 
ation to  Soeharto's  domestic  political 
agenda  in  the  1990s  marked  a  heigh- 
tening of  Indonesia's  role  within  the 
OIC  Indonesia,  for  example,  finally 
sought  full  membership  in  OIC  in 
1990.  The  alteration  of  Indonesia's 
membership  of  OIC  was  due  to 
changes  of  the  OIC  membership  criteria 
to  a  looser  one.  After  strong  lobbying 
by  Indonesia,  the  new  criteria  no 
longer  explicitly  mentions  "Muslim 
states"  but  states  which  have  a  Muslim 
population  can  or  may  join  the  organ- 
ization. 


»'Ibid.,  23. 
^Ibid. 

2'Rosyadi,  Imron  (1981).  Organisasi  Konfe- 
rensi  Islam  dan  Permasalahannya  [Organization 
of  Islamic  Conference  and  its  problems].  Qa- 
karta:  Idayu),  15. 


^Md.  17. 

"Directorat  of  International  Organiza- 
tions, Department  of  Foreign  Affairs  (1991). 
Indonesia  and  International  Organizations.  Ja- 
karta: Department  of  Foreign  Affairs.  82. 

"Rosyadi,  Organisasi  Konferensi  Islam,  28. 
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Soeharto  attended  the  6th  OIC  Sum- 
mit in  Dakar,  Senegal  in  December  1991, 
the  first  time  an  Indonesian  Presid- 
ent had  attended  such  a  meeting". 
This  summit  was  also  the  first  held  in 
black  Africa.  As  Azra  argues,  Indonesia 
had  changed  its  foreign  policy  toward 
the  Muslim  world,  particularly  to  the 
OIC,  since  the  late  1980s^^  Indonesia 
was  following  more  active  and  assert- 
ive policies  to  the  Muslim  world  and 
establishing  closer  relations  with  Mu- 
slim countries.  With  his  attendance  in 
the  OIC  Summit,  Soeharto  not  only 
aimed  to  show  the  Indonesian  Muslim 
community  his  greater  concern  about 
the  Muslim  world,  but  more  import- 
antly his  growing  interest  in  the  issues 
pertinent  to  Islamic  sentiment  in  dom- 
estic politics. 

Domestically,  in  1990  President  Soe- 
harto demonstrated  his  greater  'Islam- 
icity'  by  giving  his  approval  of  the  es- 
tabUshment  of  ICMI,  which  served  as 
a  new  political  machine  of  the  New 
Order  regime.  During  the  late  1980s 
and  early  1990s,  political  Islam  had 
re-emerged  as  a  force  in  Indonesia 
politics.  Soeharto's  political  support 
from  the  military  and  his  political 
legitimacy  had  been  significantly  dim- 
inished. Thus,  the  formation  of  ICMI 
was  not  only  aimed  at  building  closer 
links  with  the  Indonesian  Islamic 
community  but  also  at  co-opting  the 


Interview  with  an  Indonesian  scholar, 
29  November  1999. 

^Azra,  'Islam  in  Indonesia's',  13. 


Indonesian  Muslim  community  and 
providing  a  political  tool  which  could 
be  used  to  mobilise  political  support 
for  Soeharto's  regime.  This  first  attend- 
ance at  the  summit  was  also  believed 
by  many  analysts  as  a  result  of  polit- 
ical lobbying  from  some  prominent 
Muslim  leaders  at  ICMI  and  as  a  po- 
litical effort  to  attract  the  support  of 
Indonesia's  Muslim  community  for  the 
1992  general  election^^. 

There  were  also  significant  changes 
in  international  relations  with  the  end 
of  Cold  War  and  the  revival  of  Islam 
in  world  politics.  More  importantly, 
the  summit  in  Dakar,  Senegal  was 
quite  significant  due  to  the  rapid 
changes  in  the  international  system, 
particularly  the  Western  world's  per- 
ception of  the  Muslim  world. 

Soeharto's  attendancp  at  the  Sene- 
gal summit  was  also  aimed  at  increas- 
ing the  international  status  of  Indone- 
sia in  the  Muslim  world.  Indonesia 
utilised  the  Islamic  solidarity  of  the 
Muslim  world  to  mobilize  political 
support  for  chairing  the  Non-Aligned 


^''After  attending  the  OIC  Summit,  Soe- 
harto then  also  visited  the  Saudi  Arabia  to 
conduct  a  pilgrimage  (haj).  This  visit  was 
also  believed  as  an  obvious  effort  to  gain 
more  sympathy  from  the  Muslim  society. 
In  this  context,  Soeharto  has  played  its 
"Islamic  card'  in  order  to  both  build  policy 
coalition  and  to  retain  his  political  power. 
Based  on  several  interviews  from  September 
to  November  1999.  Most  of  the  respondents 
also  linked  this  phenomenon  with  the  es- 
tablishment of  ICMI  as  Soeharto's  new  po- 
litical patron  in  December  1990. 
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Movement  in  1992.  Regarding  the  issue 
of  East  Timor,  for  example,  Indone- 
sia asked  the  MusUm  world's  leaders 
to  give  their  support  to  Indonesia  in 
any  meetings  at  the  UN  General  As- 
sembly. In  fact,  the  Muslim  countries 
were  the  major  supporters  of  Indone- 
sia in  dealing  with  the  East  Timor  is- 
sue in  the  UN^^.  With  full  support  of 
the  OIC,  Indonesia  has  used  the  or- 
ganization to  gain  votes  in  the  UN 
General  Assembly  on  the  East  Timor 
issue  and  even  justify  its  policies  on 
East  Timor^. 

During  his  attendance  in  the  OIC 
Summit,  Soeharto  proposed  some  po- 
litical, economic  and  cultural  programs 
to  assist  with  the  major  problems 
that  most  OIC  members  faced.  In  his 
speech,  Soeharto  stressed  specifically 
the  need  for  the  OIC  to  further  '^nhance 
its  cooperation  in  the  field  of  family 
planning,  management,  and  telecom- 
munications^. 


^Based  on  several  interviews  with  senior 
diplomats  from  August  to  December  1999. 
In  all  UN  resolution  concerning  the  issue 
of  East  Timor,  all  OIC  members  gave  their 
votes  to  support  Indonesia  on  its  policies 
to  East  Timor. 

^^Republika,  18  December  1996,  Kompas, 
14  December  1996. 

^°The  speech  of  President  Soeharto  at  the 
6th  OIC  Summit,  Dakar-Senegal,  10  Decem- 
ber 1991.  In  Sihbudi,  Rizal,  Hadi,  Achmad 
eds  (1991).  Palestina:  Solidaritas  Islam  dan 
Tata  Politik  Dunia  Baru  [Palestine:  Islamic 
solidarity  and  new  world  political  order]. 
Jakarta:  Pustaka  Hidayah.  p.  12-22. 


INDONESIA'S  POLITICAL  PAR- 
TICIPATION IN  THE  OIC 

The  increase  in  Indonesia's  political 
role  within  OIC  became  apparent  when 
it  proposed  ways  of  improving  the 
world's  image  of  Islam.  In  the  post-Cold 
war  era,  Islam  has  often  been  associ- 
ated in  Western  eyes  with  terrorist  act- 
ivities and  various  acts  of  violence 
throughout  the  world.  As  a  result,  this 
situation  has  created  a  negative  image  of 
Islam  in  the  Western  world.  For  Indonesia, 
the  sharp  increase  in  the  threat  of  Islamic 
fundamentalism  was  one  of  the  important 
issues  that  the  OIC  had  to  solve  following 
the  OIC  summit  in  Senegal  in  December 
1991.  As  All  Alatas  remarked,  "Islam  is 
often  associated  with  terrorism  and  various 
violent  actions.  This  negative  image  is 
often  portrayed  of  Islam  which  are  not 
based  on  facts"^^  He  further  elaborated 
that: 

Terrorism  and  violence  exist  everywhere. 
It  has  nothing  to  do  with  religion  but  more 
on  the  socio-political  conditions  in  each 
country...  We  also  have  to  differentiate  be- 
tween terrorism  and  struggles  for  independ- 
ence. They  are  not  the  samei^^. 

In  order  to  improve  the  position 
of  OIC  in  world  politics,  OIC  should 
convince  the  world  that  the  Muslim 
world  is  not  associated  with  terrorism 
and  other  violence  activities.  He  fur- 
ther argued  that  the  Western  world's 
misunderstanding  of  Islam  and  terror- 
ist activities  would  not  only  give  a 


3'Ibid. 
32ibid. 
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negative  impression  to  Islam  itself  but 
also  put  the  OIC  in  a  position  of  enmity 
with  the  Western  world  and  it  would 
not  be  good  for  the  future  of  OIC". 
Further,  he  noted  "it  was  our  obligat- 
ion to  improve  the  image  of  Islam  and 
the  position  of  OIC,  otherwise  the  OIC 
would  loose  its  relevance"". 

This  was  one  of  the  crucial  issues 
discussed  at  the  7th  OIC  summit  in 
Casablanca,  Morocco  on  10-11  Decem- 
ber 1994^^.  To  improve  the  tarnished 
image  of  Islam,  the  OIC  members  un- 
animously agreed  to  review  an  un- 
precedented plan  to  stop  the  export 
of  fundamentalist  violence^*.  Indone- 
sia, together  with  Egypt,  called  for 
OIC  members  to  refuse  to  finance  or 
support  'terrorist  acts'  and  to  make 
sure  their  territory  was  not  used  by 
violent  groups  to  plan  or  carry  out 
such  attacks.  More  specifically,  the 
OIC  members  were  asked  "not  to  host, 
train,  arm.,  finance  or  provide  facilit- 
ies"^^ for  violent  Islamic  groups. 

Erasing  the  negative  views  of  Islam 
remained  the  top  item  on  the  agenda 


^Interview  with  former  foreign  minister, 
30  November  1999. 

"Ibid. 

''In  this  summit,  the  Indonesia's  delegat- 
ion was  headed  by  foreign  minister  AH 
Alatas.  President  Soeharto  could  not  be  able 
to  attend  this  summit  due  to  heavy  dom- 
estic agenda.  The  Jakarta  Post,  30  November 
1994. 

^T/ie  Jakarta  Post,  12  December  1994. 
^''The  Jakarta  Post,  15  December  1994. 
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of  the  OIC  when  Indonesia  hosted  the 
OIC  foreign  ministerial  meeting  in 
Jakarta  in  December  1996,  which  was 
officially  opened  by  President  Soeharto. 
By  hosting  this  conference,  Indonesia 
automatically  took  over  the  ministerial 
chair  from.  Guinea.  This  chairmanship 
reflected  a  growing  acceptance  of  In- 
donesia's Islamic  credentials  by  other 
OIC  members.  As  foreign  minister  Ali 
Alatas  remarked  in  his  speech  at  the 
conference: 

There  is  today  a  growing  tendency  in  some 
circles  outside  the  Islamic  world  to  distort 
the  truth  about  Islam  by  portraying  it  as  the 
new  adversary  of  Western  civilization  after 
the  demise  of  international  communism.  This 
dangerous  concept  makes  no  distinction  be- 
tween acts  of  terrorism  and  the  legitimate 
struggle  of  our  brother  Muslims  for  their  inali- 
enable political  rights^. 

He  also  further  commented  that: 

Admittedly,  there  have  been  occasions  when 
acts  of  senseless  violence  have  been  com- 
mitted while  unjustifiably  invoking  the  name 
of  Islam.  Such  acts  have  been  condemned 
by  the  overwhelming  majority  of  Muslims  as 
violations  of  the  teachings  of  the  Holy  Qur'an 
and  the  tenets  of  Islam.  But  the  world  at 
large  will  never  be  able  to  make  this  vital 
distinction  until  we  are  able  to  effectively  com- 
municate Islam  for  what  it  really  is  -  a  force  for 
peace,  justice  and  common  good,  a  way  of 
life  that  has  intellectually  enriched  Western 
civilization  itself^. 

With  the  above  speech,  Indonesia 
not  only  emphasized  that  Islam  was 


^'Statement  of  Mr.  Ali  Alatas,  Minister 
for  Foreign  Affairs  Republic  of  Indonesia 
at  the  24th  Islamic  Conference  of  Foreign 
Ministers,  Jakarta  9  December  1996. 

3'Ibid. 
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not  the  enemy  of  the  Western  world 
but  also  the  need  to  improve  the  image 
of  Islam  in  the  changing  map  of  world 
politics. 

In  his  opening  speech.  President 
Soeharto  mentioned  that: 

To  seize  the  opporturiities  and  face  the 
challenges  of  a  new  century,  the  Muslim 
Ummah  must  put  its  house  in  order.  It 
should  aim  at  sustaining  the  effort  of 
consolidating  the  national  resilience  of 
each  (Muslim)  country  and  engender 
political  stability  at  the  national,  regio- 
nal and  international  levels.  Muslims  in 
a  country  or  region  will  never  make  any 
progress  if  they  are  constantly  being  in- 
volved in  internal  conflicts  and  wars 
with  their  neighbors.  More  importantly,' 
force  and  violence  are  not  characteristics 
of  Islam*'. 

In  this  context,  Soeharto  suggested 
the  OIC  increase  its  efforts  to  unite  its 
members  and  put  more  realistic  prior- 
ities on  its  programs  in  order  to  im- 
prove the  image  of  Islam*^  By  empha- 
sizing this  issue,  Indonesia  showed 
its  intention  to  exert  a  moderating  in- 
fluence on  the  Muslim  world  in  an 
effort  to  eliminate  the  causes  of  the 
misperception  by  the  Western  coun- 
tries of  the  Muslim  world.  Indonesia 
also  positioned  itself  for  the  role  of 
facilitating  communication  between  the 
Muslim  and  the  Western  world. 


*°The  speech  of  President  Soeharto  at  the 
24th  Ministerial  Conference  of  the  OIC,  Ja- 
karta, 9  December  1996. 

*^Media  Indonesia,  10  December  1996, 
Kompas,  10  December  1996. 


MEGAWATI  AND  THE  NEED  TO 
CHANGE  INDONESIA'S  ROLE 
IN  THE  OIC 

As  has  been  discussed  above,  in  the 
first  twenty  decades  of  Indonesia's  in- 
volvement with  the  OIC,  Indonesia 
had  no  strong  political  commitment 
in  enhancing  Indonesia's  relations 
with  the  Muslim  world. 

In  the  eyes  of  Indonesia's  foreign 
policy  makers,  a  deep  involvement  with 
the  Muslim  worlds  would  only  create 
new  problems  with  Indonesia's  re- 
lations with  the  Western  countries. 
This  'minimum'  of  political  relations 
was  also  enabled  Indonesia  to  have 
more  flexibility  in  its  relationship  with 
both  Islamic  countries  and  Western 
world.  This  is  what  Gregory  Raymond 
argued  was  a  "necessity  of  foreign 
policy"  for  Indonesia  to  conduct  on 
equidistant  relationship  with  the  Mu- 
slim world  on  one  hand,  and  the 
Western  countries  on  the  other. 

Furthermore,  Indonesia  also  per- 
ceived that  OIC  is  not  reliable  enough 
in  settling  all  issues  related  to  Islam. 
This  was  mainly  due  to  the  'ideolog- 
ical' barriers  and  internal  weaknesses 
of  the  OIC.  The  lack  of  strong  in- 
ternal cohesion  among  its  members 
has  pushed  Indonesia  to  limit  its  po- 
litical commitment  to  the  OIC.  More- 
over, OIC  has  been  divided  into  two 
main  groups:  revolutionary  (progres- 
sive) and  conservative  and  it  will  be 
good  for  Indonesia  to  stay  away  from 
these  two  groups  in  order  to  lessen 
the  internal  conflict  among  the  mem- 
bers. 
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OIC  would  only  be  effective  in  set- 
tling international  problems  pertinent 
to  Islamic  issues  as  long  as  it  did  not 
involve  the  interests  of  the  Western 
world  (in  particular,  the  US).  A  more 
cynical  comment  about  OIC  also  ar- 
gued that  the  OIC  was  only  a  tooth- 
less tiger  in  world  politics.  This  is 
mailny  due  to  the  internal  political 
problems  among  the  OIC  members, 
the  OIC  could  not  face  the  interna- 
tional challenges  of  global  politics. 

As  a  result,  Indonesia  has  never 
put  its  involvement  in  OIC  as  the 
main  priority  of  its  foreign  policy.  In 
comparison  to  Indonesia's  participa- 
tion in  NAM,  Indonesia's  involvement 
in  OIC  was  quite  low  profile. 

Indonesia  has  never  had  any  sign- 
ificant political  priorities  in  its  relation- 
ship with  the  Muslim  world.  Ever, 
though,  Indonesia  has  long  historical 
ties  with  the  Muslim  world,  particu- 
larly the  Arab  states,  seemed  to  ne- 
glect the  importance  of  the  Muslim 
world  in  world  politics. 

This  'minimum'  political  interact- 
ion with  them  was  due  to  the  per- 
ception that  Indonesia  did  not  want 
to  be  perceived  by  Western  countries 
of  giving  a  room  for  Islamic  radical- 
ism of  the  Muslim  world. 

Yet,  the  end  of  the  Cold  war  and 
the  alterations  of  domestic  political 
map  and  world  politics  marked  the 
alteration  of  Indonesia's  role  within 
the  OIC.  Since  the  late  1980s  there 
have  been  some  subtle  shifts  in  Indo- 


nesia's foreign  policy  toward  the 
Muslim  world.  These  shifts,  to  a  large 
extent,  were  motivated  by  the  chang- 
ing domestic  as  well  as  international 
envirorunent. 

The  current  condition  on  the  at- 
tack of  the  United  States  and  its  co- 
alition foces  on  Iraq  has  aroused  wide- 
spread reactions  in  Indonesia.  Some 
elements  of  the  Indonesian  Muslim 
community  perceived  the  US  attacks 
on  Iraq  as  an  attack  on  the  whole  of 
the  Muslim  world.  Reactions  to  the 
Gulf  war  were  not  only  manifested 
in  street  demonstrations  and  public 
statements  by  several  political  and 
religious  leaders  and  organizations 
but  also  in  the  initiative  of  some 
Islamic  groups  to  send  a  number  of 
its  followers  to  Iraq  as  volunteers. 

moreover,  some  prominent  experts 
and  public  figures  also  suggested  that 
an  antiwar  campaign  was  no  longer 
relevant  as  the  U.S.-led  attack  on  Iraq 
had  already  taken  place.  They,  never- 
theless, urged  the  government  to 
continue  promoting  a  diplomatic  ap- 
proach to  seek  a  solution  for  the  post 
war  condition."*^ 


*'^The  Jakarta  Post,  26  March  2003.  These 
statement  was  made  during  a  one-day  gat- 
hering called  the  National  Security  Talks 
hosted  by  Coordinating  Minister  for  Polit- 
ical and  Security  Affairs  Susilo  Bambang 
Yudhoyono.  The  meeting  was  aimed  at  col- 
lecting inputs  on  Indonesia's  foreign  policy 
to  bring  back  peace  so  as  to  prevent  the 
war  disrupting  domestic  interests. 
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Former  foreign  minister  Ali  Alatas 
also  added  that  "We  have  to  be  real- 
istic. Indonesia  alone  will  not  be  able 
to  stop  the  war.  It  requires  a  commit- 
ment among  the  nations  of  the  world 
to  do  so.  In  this  context,  Indonesia 
should  do  its  best  to  take  a  more 
active  role  in  any  diplomatic  channels, 
particularly  in  the  OIC,  to  end  the 
war  and  to  find  diplomatic  ways  to 
reconstruct  Iraq  in  the  post  war  era." 

The  need  to  take  a  more  active  role 
in  the  OIC  is  mainly  due  to  the  fact 
that  as  the  largest  Muslim  country 
in  the  world,  Indonesia  faces  dif- 
ficulties in  tackling  domestic  problems 
in  the  wake  of  the  war.  Many  even 
believe  that  the  war  has  opened  the 
door  for  a  revival  among  Indonesia's 
Islam  hard-line  groups  even  though 
the  government  and  interfaith  groups 
have  repeatedly  said  that  the  war 
has  nothing  to  do  with  religion. 

In  order  to  cope  with  the  possibility 
of  the  anger  of  the  Muslim  commun- 
itites,  Azyumardi  Azra  urged  the  gov- 
ernment to  promote  dialog  with  these 
religious  groups,  including  the  hard- 
liners, saying  that  "strong  opposition 
to  war- in  Iraq  is  not  enough  to  main- 


tain our  domestic  interests. "^^  Such 
domestic  condition  then  put  the  need 
for  Indonesia  to  take  a  more  assertive 
role  in  the  OIC  becomes  more  signif- 
icant, particulalry  in  the  post  war  situ- 
ation. 

CONCLUSION 

The  changing  nature  of  both  dom- 
estic and  international  environments 
since  the  late  1980s  and  particularly 
in  the  post  September  11  have  had 
a  significant  impact  on  Indonesia's  in- 
volvement in  the  OIC.  Consequently 
the  above  changes  had  also  pushed 
Indonesia  to  re-evaluate  its  participa- 
tion. It  means  that  Indonesia  has  not 
only  need  to  widen  its  involvement 
but  Indonesia  also  necessary  to  deepen 
its  level  of  commitment  in  the  OIC. 

In  today's  development  of  global 
politics,  it  is  now  a  "necessity  of  for- 
eign policy"  for  Indonesia  to  play  a 
more  significant  role  in  the  OIC  so 
that  Indonesia  can  apply  its  "Bebas- 
Aktif"  foreign  policy  to  pursue  its 
national  interests  in  a  very  broadest 
term. 


"Ibid. 


Indonesia  Lacks  Rule  of  The  Best 


Tan  Chee  Leng 


"So  different  was  the  style  of  society  with 
those  people  ...  that  I  think  little  edification 
can  be  attained  from  their  writings  on  the 
subject  of  government.  They  had  just  ideas 
of  the  value  of  personal  liberty,  but  none  at 
all  of  the  structure  of  government  best 
calculated  to  preserve  it."  -  Thomas  Jefferson^ 

FOLLOWING  the  violent  birth 
of  the  republic  after  the  war  of 
independence  against  the  Dutch 
had  been  won,  Indonesians  can  be 
said  to  have  found  themselves  in  the 
euphoric  state  of  being  free  to  deter- 
mine their  fates  at  last  and  together 
chart  a  new  destiny  of  their  young  re- 
public. They  would  have  come  to  ap- 
preciate the  value  of  personal  liberty 
even  as  they  groped  their  way  to- 
wards a  structure  of  government  that 
best  preserved  this  new-found  free- 
dom. And  in  the  epoch  of  that  time. 
Western-type  constitutional  democracy 
was  adopted  by  the  Indonesian  people 
only  because  there  were  no  other 
competing  democratic  systems  like 
those  provided  by  the  West  whose 


'H.A.  Washington,  the  WtiHri'^  of  Tltofnas 
Jefferson  (New  York:Taylor  and  Maury,  1853), 
7: 31. 


trajectory  of  historical  progress  was 
ahead  and  thus  lent  itself  to  being 
modelled  after.^ 

Indonesia  was  ahead  of  its  north- 
em  neighbors,  Malaysia  and  Singapore, 
in  establishing  a  structure  of  govern- 
ment when  it  did  so  formally  in  1950. 
Malaysia's  UMNO-led  government  came 
into  existence  in  1957  and  Singapore's 
PAP  government  came  to  power  in 
1959.  Since  then,  these  two  govern- 
ments have  been  in  power  to  the  pre- 
sent day  spanning  more  than  four 
decades  whilst  Indonesia  saw,  for  the 
same  duration,  the  repeated  rise,  fall 
and  change  of  governments  to  the 
detriment  of  her  people  who  miss  out 
on  the  unilinear  progress  that  a  stable 
structure  of  government  has  made  pos- 
sible in  Malaysia  and  Singapore. 

This  article  proposes  three  missing 
factors  in  the  evolution  of  Indonesian 
politics  which  mitigate  against  the  de- 
velopment of  a  stable  structure  of  gov- 


^H.  Feilh,  Decline  of  Constitutional  De- 
mocracy (Ithaca:  Cornell  University  Press, 
1962),  144. 
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emment  here.  The  three  factors  are:  cor\- 
cept  of  the  common  good,  civic  virtue 
and  serial  aristocracy  (rule  of  the  best). 
The  cruel  irony  here  is  that  these  three 
missing  factors  were  present  in  Indone- 
sia's history  from  1945-1953  but  the 
optimistic  note  is  that  they  can  lend 
themselves  to  being  replicated  again  for 
the  benefit  of  the  Indonesian  people  in 
contemporary  poUtics. 

ELITE  MODULATED  TRANSIT- 
ION 

Alexander  Hamilton,  a  founding 
father  of  the  United  States,  once  said, 
"few  if  any  societies  have  ever  estab- 
lished good  government  from  reflect- 
ion and  choice,  most  if  not  all  have 
been  destined  to  depend,  for  their 
political  institutions,  on  accident  or 
force. The  good  governments  of  Ma- 
laysia and  Singapore  can  be  said  to 
have  evolved  from  decades  of  reflect- 
ion and  choice  in  overcoming  the 
manifold  challenges  that  came  their 
way  which  still  left  the  core  structure 
of  government  basically  intact  and  lib- 
erty preserved.  While  in  Indonesia,  a 
brutal  combination  of  accident  and 
force  under  Soeharto  led  the  coun- 
try to  the  only  stable  government  it 
had  ever  known  but  the  implosion  in 
1998  shows  that  stability  alone  is  in- 
sufficient to  keep  the  nation-state  to- 
gether. It  must  also  be  seen  as  a 


3p.  Rahe,  "Aristotle  and  Study  of  Hist- 
ory," in  E.  Genovese  and  E.  Lasch-Quinn, 
ed.  Reconstructing  History  (London:  Rout- 
ledge,  1999),  210. 


good  government  in  the  sense  of 
its  service  to  the  common  good  for 
all  its  citizens,  like  it  is  done  in  Ma- 
laysia and  Singapore. 

What  is  the  common  good?  Accord- 
ing to  the  American  philosopher  Leo 
Strauss,  there  are  four  objectives  com- 
prising the  common  good  of  a  country: 

(1)  freedom  from  foreign  domination; 

(2)  order  or  rule  of  law;  (3)  prosperity; 
and,  (4)  glory.  It  is  clear  that  Indonesia 
has  achieved  the  first  objective  when 
it  won  freedom  from  Dutch  domin- 
ation in  1949  while  the  remaining 
three  objectives  await  their  full  real- 
ization one  day. 

Why  was  Indonesia  successful  in 
achieving  the  first  objective  of  national 
freedom?  A  revisit  of  the  heady  revol- 
utionary times  tells  the  story  of  how 
all  strata  of  Indonesian  society  from 
revolutionary  heroes  to  petty  gang- 
sters came  together  for  one  common 
end  (even  though,  oftentime,  they  had 
differed  vigorously  on  the  means) 
under  an  aristocratic  (rule  of  the  best) 
leadership  who  led  the  country  to 
merdeka.*  Strauss  called  this  patriot- 
ism "civic  virtue  or  devotion  to  collect- 
ive selfishness."  In  other  words,  civic 
virtue  is  the  devotion  to  the  common 
good. 

The  self  of  the  nation  or  the  national 
self  is  the  sum  total  of  all  the  in- 
dividual selves  within  it.  Any  devoted 


*R.  Cribb,  Gangsters  and  Revolutionaries 
(Honolulu:  University  of  Hawaii  Press,  1991). 
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act  which  defends  and  promotes  the 
collective  interests  is  seen  as  an  ex- 
pression of  civic  virtue.  So,  there  was 
a  national  display  of  civic  virtue  by 
many  Indonesians  whose  sacrifices 
made  possible  the  freedom  which  their 
progeny  enjoy  to  this  day.  Simply 
put,  collective  selfishness  is  the  na- 
tional interest. 

How  did  this  come  about?  Accord- 
ing to  Leo  Strauss  again:  "Virtue  is 
the  sum  of  habits  which  are  required 
for  or  conducive  to  this  end."^  So,  it 
does  not  matter  whether  the  virtuous 
deed  was  enacted  by  a  revolutionary 
hero  or  the  criminal  gangster  who 
took  on  the  Dutch  forces.  This  is  be- 
cause, for  Strauss,  "everything  done 
effectively  for  the  sake  of  this  end 
[merdeka]  is  good.  It  is  this  end,  and 
this  end  alone,  which  makes  our  act- 
ions virtuouc."*  So,  it  is  for  the  com- 
mon good  of  merdeka  which  led  to  In- 
donesia's success  in  fulfilling  the  first 
objective:  freedom  from  foreign  dom- 
ination. The  Indonesians  succeeded 
for  love  of  their  country,  expressed 
through  this  extra-ordinary  display 
of  civic  virtue  during  the  national  re- 
volution. 

Indonesia  would  need  such  a  sim- 
ilar expression  of  civic  virtue  and  re- 
newal of  national  love  by  her  people 
again  in  order  to  overcome  the  many 
protracted  problems  it  faces  today. 


^L.  Strauss,  What  Is  Political  Philosophi/ 
(Glencoe:  Free  Press,  1959),  42. 

%id. 


In  particular,  it  would  need  a  group 
of  leaders  to  replicate  the  high  calibre 
of  Indonesia's  revolutionary  leadership 
who  led  the  country  to  merdeka.  Men 
like  Mohd.  Hatta,  Mohd.  Natsir,  Su- 
dirman,  and  Sutan  Sjahrir  represented 
the  aristocracy  (rule  of  the  best).  It 
is  a  setback  to  the  nation's  political 
growth  that  men  like  Sutan  Sjahrir 
and  Mohammad  Hatta,  who  played 
key  roles  in  the  national  revolutionary 
movement,  did  not  continue  to  funct- 
ion as  commensurably  beyond  1949 
and  1950  respectively. 

Contemporary  Indonesian  politics 
in  the  post-Soeharto  era  sometimes 
seems  like  a  re-run  of  the  constitut- 
ional period  with  references  to  the 
euphoria  of  democracy,  changing  gov- 
ernments, shifting  political  coalitions 
and  ultra-democracy.  Indonesians  seem 
inundated  with  many  happen-stances. 
Alexander  Hamilton  felt  that  "where 
circumstance  usually  predominates, 
it  does  so  either  because  citizens  have 
been  overwhelmed  by  the  sheer  mo- 
mentum of  events  or  because  they 
have  handled  their  affairs  ineptly."^ 
Both  forces  were  at  work  when  the 
Soeharto  government  fell  in  1998,  a 
combination  of  his  own  uncharacter- 
istic ineptitude  as  well  the"  overpower-  - 
ing  external  knocks  to  the  economy 
from  the  East  Asian  economic  crisis. 

Whatever  may  be  the  final  factors 
that  brought  down  the  Soeharto  re- 


''Rahe,  op.  cit. 
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gime,  what  matters  for  this  article  is 
that  not  just  the  New  Order  govern 
ment  but  a  whole  regime  was  poised 
to  come  to  an  end.  For  a  brief  shining 
moment,  slivers  of  hope  filtered  through 
to  the  Indonesian  people  after  their 
mass  insurrection  when  a  unique  op- 
portunity presented  itself  to  wipe  the 
slate  clean  and  begin  anew.  But  it 
was  squandered  away.  The  chance  to 
create  not  just  an  entirely  new  re- 
gime but  the  best  regime  for  the  Indo- 
nesian people  was  lost. 

In  its  place  was  Soeharto's  protege, 
Habibie,  overseeing  the  transition  and  the 
democratic  opening  was  limited  to  the 
same  political  elite  from  the  New  Order 
plus  two  new  key  figures  representing 
the  elite  opposition  forces,  Gus  Dur 
and  Megawati,  both  of  whom  later  suc- 
ceeded Habibie  as  president  respect- 
ively. But  neither  of  whom  has  been  able 
to  fulfill  social  expectations  of  far- 
reaching  changes  in  the  polity  and  society 
which  was  the  initial  promise  held  by 
the  people  when  they  revolted  against 
the  Soeharto  regime.  "In  particular,  Indo- 
nesia's founding  elections  in  1999,  while 
appearing  to  unseat  Golkar,  advanced 
cautious  reformers  over  more  strident 
oppositionists  while  featuring  no  anti- 
system  radicals  at  all.  Elite  statuses  and 
interests  were  thus  unthreatened." 

After  five  years,  what  did  the  masses 
find  in  the  1999  founding  elections? 
What  was  founded  in  place  of  the 
Soeharto  regime?  What  new  foundation 
was  built  to  create  a  new  social  order 
akin  to  the  social  aspirations  of  the 


insurgents  who  were  hoping  for  free- 
dom, justice  and  equality?  It  began 
as  a  "process  of  bottom-up  replace- 
ment" but  ended  up  as  an  elite-mo- 
dulated transition. 

What  they  have  instead  is  not  a 
new  democratic  regime  in  power  but 
just  the  interim  governments  of  Habi- 
bie, Gus  Dur  and  Megawati  ...  all  of 
whom  still  have  to  operate  within  the 
existing  confines  of  the  New  Order. 
Five  years  after  the  1999  founding 
elections,  what  was  founded  is  a  neo- 
New  Order.  So  much  blood  was  shed 
in  the  social  insurrection  of  1998-1999 
for  so  little.  No  wonder  the  French 
has  this  cynical  saying  that  the  more 
things  changed,  the  more  they  remain 
the  same.  An  ironic  expression  from 
France,  home  of  the  Renaissance. 

There  needs  to  be  a  fuller  under- 
standing of  what  a  regime  means  and 
there  is  no  one  better  to  furnish  that 
than  Leo  Strauss.  According  to  him, 
"a  regime  is  the  order,  the  form  which 
gives  society  its  character,"  like  the 
marmer  in  which  the  Soeharto  regime 
can  be  said  to  have  given  the  Indo- 
nesian society  a  new  order  with  an 
over-arching  militaristic,  paternalistic 
and  integralist  character.  It  was  a 
whole  new  way  of  life  for  the  Indo- 
nesian people,  whether  as  tapols  in 
Buru  island  or  as  the  nouveau  riche 
in  their  new  condominiums  of  Jakar- 
ta. And  presiding  over  it  was  the  new 
overlord,  the  Soeharto  regime,  who 
would  punish  any  transgressor  of  his 
newly-circumscribed  New  Order  bound- 
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aries.  The  Indonesian  people  experi- 
enced this  new  regime  life  for  thirty- 
two  years. 

"A  regime  is  therefore  a  specific 
manner  of  life  ...  which  depends 
decisively  on  the  predominance  of 
human  beings  of  a  certain  type,  on  the 
manifest  domination  of  society  by 
human  beings  of  a  certain  type."  This 
certain  type,  in  the  case  of  New  Order 
regime,  was  the  praetorian  type: 
a  military-bureaucratic  dictatorship 
which  through  its  territorial  structure 
held  total  sway  and  subjected  the 
whole  Indonesian  polity  and  society 
under  the  manifest  dominance  of  Soe- 
harto  and  his  types. 

Indeed,  it  was  the  Soeharto  regime 
which  went  the  furthest  possible  in 
giving  the  Indonesian  people  the 
fullest  expression  of  what  it  meant 
to  be  living  under  a  specific  regime 
ruled  by  a  specific  type  of  people.  This 
is  in  contrast  to  the  partial  expression 
of  the  Soekarno  regime  where  there 
was  still  some  political  space  left  to 
play  by  organic  parties  like  the  PKI. 
Depending  on  whether  you  are  a  sup- 
porter of  the  Soeharto  regime  or  not, 
your  perspective  here  would  be  either 
to  see  how  the  New  Order  regime 
flavored  or  tarred  the  many  forms  of 
social  and  political  lives  in  Indonesia. 
So,  a  regime  means  "simultaneously 
the  form  of  life  of  a  society,  its  style  of 
life,  its  moral  taste,  form  of  society, 
form  of  state,  form  of  government, 
spirit  of  laws." 


For  Strauss,  "the  cause  of  the  laws 
is  the  regime."  Once  when  the  Soe- 
harto regime  was  overthrown,  many 
of  its  laws  which  went  into  construct- 
ing the  New  Order  edifice  were  also 
jettisoned.  This  was  ironically  per- 
formed by  his  own  protege,  Habibie, 
who  went  about  partially  dismantling 
the  New  Order  structure  in  an  at- 
tempt to  appease  popular  pressure 
and  also  burnish  his  own  newly- 
minted  democratic  credentials.  And 
so  were  abandoned,  for  example,  the 
laws  which  prohibited  the  free  form- 
ation of  political  parties,  of  labor  imions 
and  the  mass  media.  Habibie,  whose 
term  arguably  ends  in  2003,  agreed 
to  fresh  DPR  election  within  a  year 
and  thereafter  presidential  election  in 
the  MPR.  Try  as  he  did  to  be  a  part 
of  the  1999  presidential  race,  his  bid 
was  lost  when  his  accountability 
speech  was  rejected  by  the  MPR. 

NEC-NEW  ORDER  REGIME:  NOR 
RULE  OF  THE  BEST 

While  there  was  no  successor  to 
Soeharto's  New  Order  regime  as  such 
after  Habibie  lost  his  presidency,  it 
is  arguable  that  there  has  been  a 
kind  of  New  Order  succession  at  work 
here  since  much  of  the  elite  interests 
remains  intact,  albeit  trying  to  recover 
some  lost  ground.  So,  in  a  sense,  if 
we  must  concede  that  some  kind  of 
regime  is  still  at  work  here  in  the 
sense  that  Straussian  social  life  must 
of  course  still  carry  on,  then,  it  is 
arguable  that  there  has  only  been  a 


64 


THE  INDONESIAN  QUARTERLY,  Vol.  XXXI/2003,  No.  1 


change  of  government,  not  a  change 
of  regime  in  the  Straussian  sense,  like 
in  the  change  of  regimes  between  Soe- 
karno's  partial  regime  and  Soeharto's 
full  regime,  with  their  sharply-contrast- 
ing "manner  of  life".  So,  what  we  have 
here  is  a  change  from  the  Soeharto  re- 
girne  to  the  New  Order  regime  headed 
by  the  various  interim  government 
leaders  Habibie,  Gus  Dur  and  Mega- 
wati. 

So,  even  though  the  Soeharto  regime 
was  gone,  the  New  Order  regime  re- 
mains, owing  in  part  to  the  persis- 
tent burrs  of  three  decade  military- 
bureaucratic  rule  and  in  part  to  the 
way  the  democratic  opening  did  not 
lead  to  the  leadership  of  new  social 
forces  which  were  unconnected  to 
the  Soeharto  regime  in  one  way  or 
another.  Neither  Gus  Dur  who,  at  one 
time,  fraternized  with  members  of 
the  Cendana  family  nor  Megawati 
who  fraternized  with  certain  mem- 
bers of  the  Indonesian  military  can 
be  said  to  represent  new  social  forces 
who  are  committed  to  transforming 
the  status  quo  to  the  larger  benefit 
of  the  common  good. 

Just  how  persistent  the  neo-New 
Order  status  quo  is  was  experienced 
by  Gus  Dur  himself  when  he  tried  to 
reform  civil-military  relations.  While 
he  had  some  minor  success  like  in 
the  removal  of  General  Wiranto,  he 
had  to  back  off  from  scoring  major 
success  when  he  accepted  the  removal 
of  the  reformist  Kostrad  commander. 


General  Agus  Wirahadikusumah.  Here 
as  elsewhere,  when  Gus  Dur's  attempt 
at  raising  the  nation's  democratic 
quality  ran  "counter  to  stability,  threat- 
ening the  interests  of  many  military 
and  business  elites  who  had  survived 
the  Soeharto's  government's  collapse, 
Gus  Dur  had  to  slow  the  pace  of  re- 
form, emphasizing  stability  over  qual- 
ity." Whose  stability  is  emphasized 
here?  Elite  stability. 

There  is  nothing  wrong  with  em- 
phasizing elite  stability  per  se  since, 
often-times,  they  have  the  best  qual- 
ifications for  national  leadership.  But 
these  elites  must  also  possess  a  strong 
sense  of  noblesse  oblige  and  Straussian 
virtue.  As  Thomas  Jefferson  put  it, 
"That  form  of  government  is  the  best 
which  provides  the  most  effectually 
for  a  pure  selection  of  the  natural  aristoi 
into  offices  of  the  goverrunent."' 

So,  for  the  sake  of  the  demo- 
cratic (elite)  stability,  the  best  that  can 
be  hoped  for  is  a  government  led  by 
the  most  qualified  elite  members  but 
with  the  proviso  that  they  can  put 
nation  above  self.  But  if  that  is  unreal- 
istic in  the  Indonesian  context,  then, 
at  least,  a  self-interest  that  is  alert  to 
the  interests  of  the  nation.  So  clearly, 
a  new  aristocracy  of  good  men  form- 
ing the  national  leadership  is  vital  to 
the  remaking  of  Indonesia  into  a  great 
nation  Indonesians  can  be  justifiably 
proud  of. 


»Ibid,  86. 
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Strauss  has  defined  good  men  as 
those  "who  are  willing  and  able  to 
prefer  the  common  interest  to  their 
private  interest  ...  or  those  who,  being 
able  to  discern  in  each  situation  what 
is  the  noble  and  right  thing  to  do, 
do  it  because  it  is  noble  and  right  and 
for  no  ulterior  reason."'  Strauss  is 
realistic  enough  that  the  human  world 
does  not  always  furnish  good  men 
for  politics  and  acknowledges  that 
sometimes  "men  of  dubious  character" 
who  resort  to  unfair  means  can  still 
generally  achieve  results  considered 
desirable:  witnessed  here  are  some  of 
the  desired  outcomes  of  Soeharto 
rule,  like  rice-sufficiency,  rapid  eco- 
nomic growth,  and  political  stability. 

However,  in  the  case  of  Indonesia, 
between  leaders  of  "dubious  character" 
and  leaders  of  virtue,  the  latter  is  es- 
pecially preferred  because,  as  Machia- 
velli  pointed  out,  "the  virtue  of  great 
individuals  is  necessary  when  the  rule 
of  law  is  yet  to  be  instituted."'"  Or 
rather,  in  Indonesia,  it  is  yet  to  be 
restored  since  there  was  a  serious  at- 
tempt to  instill  rule  of  law  in  the 
civil  life  of  Indonesian  politics  from 
1950-1953  under  the  various  cabinets 
of  Hatta,  Natsir,  Sukiman  and  Wilopo 
—  ajl  of  whom  cleaved  closer  to  the 
more  rigorous  standards  of  Western 
political  models." 


'Ibid. 

'"M.  Viroli,  Machiavelli  (Oxford:  Oxford 
University  Press,  1998),  5. 

"Feith,  op.cit.,  576-577. 


However,  the  same  cannot  be  said 
of  the  three  successive  presidents  in 
the  neo-New  Order.  Habibie  took 
over  power  from  Soeharto  despite 
the  total  loss  of  legitimacy  of  the  New 
Order  regime.  Gus  Dur  himself  could 
"hardly  be  said  to  have  respected  the 
notion  of  executive  accountability." 
Nor  did  he  spare  the  judiciary  from 
his  arbitrary  meddling,  thus  under- 
mining its  fledgling  institutional  auto- 
nomy. And  Megawati  agreed  to  be 
party  to  a  coalition  of  forces  out  to 
displace  a  democratically-elected  pres- 
ident. This  leadership  tussle  which 
edged  close  to  a  constitutional  crisis 
was  finally  settled  in  Megawati's 
favor.  But  the  advice  which  Pramoe- 
dya,  a  Nobel  nominee  in  literature, 
gave  to  Gus  Dur  prior  to  his  down- 
fall was  to  prove  prophetic:  "I  told 
him  that  under  no  circumstance  should 
he  step  down.  The  New  Order  is  vying 
for  power  again  and  he  is  the  only 
one  who  can  stand  up  to  him."  A 
year  into  the  Megawati's  presidency, 
the  American  academic  Jeffrey  Win- 
ters was  to  famously  call  her  "Soe- 
hartoputri." 

None  of  the  three  presidencies  of 
Habibie,  Gus  Dur  and  Megawati  has 
been  in  power  long  enough  to  con- 
struct anything  resembling  a  new  re- 
gime after  their  own  image.  This  is 
assuming  they  have  one,  that  is,  a 
single  unified  image  of  what  a  vision 
for  the  nation  is  and  how  to  go  about 
reordering  a  new  and  better  society 
for  their  people.  Even  more  so,  no 
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new  regime  was  anywhere  apparent 
given  the  nature  of  their  coalition- 
based  power  which  must  be  shared 
with  partner  parties.  The  last  Gus  Dur 
cabinet  reshuffle  booted  out  minis- 
ters from  PDI-P  and  Golkar,  replacing 
them  with  his  own  PKB  loyalists. 

It  was  not  sustainable,  especially 
since  his  PKB  came  in  fourth  in  the 
last  general  elections.  And  Gus  Dur's 
downfall  was  brought  about  by  the 
same  forces  who  engineered  his  ascent. 
They  were  not  like-minded  politicians 
at  all  to  be  stabbing  an  ally  in  the 
back  like  that.  One  understands  the 
common  saying  that  in  politics,  there 
are  no  permanent  friends,  only  per- 
manent interests.  But  in  Indonesia, 
this  saying  seems  to  be  es-pecially  true 
when  you  think  of  what  the  per- 
manent interests  were  which  brought 
them  into  bed  in  the  first  place? 
Was  it  something  deep  and  profound 
like  a  common  vision  on  how  to  ad- 
dress the  fundamental  problems  of 
what  CSIS  analyst,  Soedjati  Djiwan- 
dono,  called  "this  great  but  suffering 
nation"?  Or  was  it  something  no 
deeper  than  denying  a  woman  can- 
didate from  occupying  the  presidency 
which  welded  their  interests  in  the 
first  place?  There  is  little  concern  for 
the  common  good  nor  a  display  of 
civic  virtue,  just  cynical  and  petty 
power  play. 

So,  it  must  be  said  that  the  pre- 
sence of  coalition  politics  militates 
against  the  establishment  of  regime 
formation  unless  coalition  partners 


are  like-minded  in  terms  of  a  united 
vision  or  at  the  very  least,  possess 
similar  shared  values  on  what  a  proud 
nation  and  strong  country  would  be 
like  in  terms  of  Straussian  common 
good.  And  more  importantly,  a  mutu- 
ally-agreed road-map  on  how  to  get 
to  that  desired  destination.  That  would 
have  been  a  permanent  interest  worth 
stabbing  for  if  one's  ally  is  deemed  to 
have  betrayed  the  vision. 

Although  it  is  conceded  that  there 
is  something  of  a  New  Order  regime 
at  work  here,  looking  at  how  fractious 
and  capricious  the  political  elite  can 
be  in  their  Byzantine  manoevres,  there 
is  still  no  Straussian  regime  anywhere 
at  all  here  since  there  is  no  new 
"manifest  domination  of  society  by 
human  beings  of  a  certain  type"  such 
as  you  see  when  Soeharto  brought 
in  human  beings  of  his  type  to  rule 
the  country.  What  we  have  in  post- 
Soeharto  Indonesia  are  not  political 
leaders  of  a  certain  type  but  many 
types  fighting  among  themselves.  This 
explains  why  there  is  a  national 
leadership  crisis  here. 

It  is  clearly  necessary  to  address 
this  leadership  crisis.  Post-Soeharto's 
Indonesia  is  unlike  Malaysia's  Ma- 
hathir whose  deep,  even  obsessive 
concern  about  the  problems  affecting 
the  Malays  led  him  and  his  type  to 
transform  their  lives  for  the  better 
in  over  two  decades.  Or  unlike  Singa- 
pore's Lee  Kuan  Yew  whose  deep, 
almost  obsessive  concern  about  his 
country's  viability  as  a  sovereign  na- 
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tion  led  him  and  his  type  to  transform 
Singapore  from  a  third  world  colonial 
outpost  to  a  first  world  metropolis 
in  over  three  decades.  Both  regime 
leaders'  abiding  concern  for  the  wel- 
fare of  their  respective  countries  is 
what  lifted  their  leadership  to  the  level 
of  statesmanship. 

Serving  under  both  of  these  "pri- 
mus inter  pares"  are  the  political- 
bureaucratic  elite  who  can  get  their 
act  together  to  develop  what  LIPI 
scholar  Mochtar  Pabottingi  called 
"autocentricity".  With  Indonesia  in 
mind,  he  wrote  that  "much  of  the 
severity  of  the  preclusion  or  failure 
of  democracy  in  the  now  developing 
countries  would  lose  its  curse-like 
character  once  we  deal  with  its  lack  of 
auto-centricity." 

Both  visionary  leaders,  Moham- 
mad Mahathir  and  Lee  Kuan  Yew, 
proved  right  what  Aristotle  and  Plato 
said  about  how  a  country's  fate  need 
not  be  dictated  by  circumstance  and 
that  "the  limits  of  human  mastery  also 
presupposes  the  possibility  of  states- 
manship." When  the  electorate  elects 
to  political  office  human  legislators 
with  statesmanship  caliber,  that  is  the 
time  when  a  nation  enters  the  virtuous 
circle  of  autocentricity  and  progres- 
sive development  guided  by  the  serial 
aristocracy  of  a  few  good  men  whose 
virtue,  in  the  Straussian  sense,  is  be- 
yond reproach. 

But  first,  these  good  men  must 
be  made  available  to  the  electorate. 


It  is  not  clear  how  that  is  going  to 
come  about  in  Indonesia,  given  the 
nature  of  coalition  politics  here  which 
tends  towards  division  rather  than 
unity  and  where  the  president  has  to 
watch  his  or  her  back  constantly  in 
case  they  get  ousted  from  power.  It 
happened  to  Gus  Dur  and  has  hap- 
pened to  Megawati  over  the  utility 
hikes  when  there  were  attempts  to 
topple  her  from  power  earlier  this 
year.  It  is  difficult  to  tell  which  pres- 
idency of  Habibie's,  Gus  Dur's  or  Me- 
gawati's is  more  widely  criticized.  What 
is  clear  is  that  there  has  been  no  serial 
aristocracy  (rule  of  the  best).  Habibie 
was  seen  as  "asal  berani,  kecil-kecil 
nekad"  (maverick  and  derring-do),  Gus 
Dur  was  "gauged  by  sober-minded 
analysts  as  'best  of  the  worst'"  and 
Megawati  is  implicated  in  the  angry 
expression  of  CSIS  chairman  Jusuf  Wa- 
nandi  when  he  complained  that  "we 
have  midgets  for  leaders." 

TOWARDS  REGIME  FORMAT- 
ION 

It  is  hard  to  conjecture  whether 
next  year's  direct  presidential  elect- 
ions would  lead  to  the  establishment 
of  a  regime  since  it  is  without  preced- 
ent in  Indonesia's  electoral  history. 
It  is,  however,  likely  that  whoever 
wins  the  presidential  race  would  pre- 
sumably have  the  full  five-year  term 
of  office  from  which  to  form  a  partial 
regime  (e.g.,  Soekarno's)  or  full  re- 
gime (e.g.,  Soeharto's).  Therein  lies  the 
key  significance  of  next  year's  2004 
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elections:  the  possible  beginning  of 
regime  formation.  This  unique  oppor- 
tunity requires  an  extraordinary  re- 
sponse from  all  "partisans  of  virtue" 
to  ensure  that  it  is  the  formation  of 
the  best  possible  regime  for  the  Indo- 
nesian people.  If  they  miss  this  oppor- 
tunity, the  door  closes  and  it  is  not 
knowable  when  it  will  open  again. 

In  an  attempt  to  test  voters'  react- 
ion, the  Golkar  party  has  recently  an- 
nounced its  list  of  five  possible  pres- 
idential candidates:  Cabinet  ministers 
Yusuf  Kalla,  Susilo  Bambang  Yudho- 
yono  and  Agum  Gumelar,  Jogjakarta 
Governor  Sultan  Hamengkubuwono 
and  ex-defence  minister  Wiranto.  Ac- 
cording to  LIPI  political  analyst,  Ikrar 
Nusa  Bhakti,:  "None  of  them  looks 
like  having  the  right  qualities." 

For  Strauss,  the  right  quality  would 
depend  on  a  conjuncture  of  the  re- 
gime and  the  citizen-candidate.  Citing 
Aristotle,  he  said  there  are  two  dif- 
ferent definitions  of  what  a  good  citi- 
zen is.  In  Aristotle's  Constitution  of 
Athens,  a  good  citizen  is  one  who 
serves  his  country  well,  whatever  the 
regime  may  be.  "The  good  citizen  is 
the  patriotic  citizen,  the  man  whose 
loyalty  belongs  first  and~rast  to  his 
fatherland."  But  in  Aristotle's  Politics, 
he  qualified  his  definition  of  a  good 
citizen  to  one  which  depends  wholly 
on  what  the  regime  is.  "A  good  citizen 
in  Hitler's  Germany  would  be  a  bad 
citizen  elsewhere.  But  whereas  good 
citizen  is  relative  to  the  regime,  good 
man  does  not  have  such  a  relativity. 


The  meaning  of  the  good  man  is  always 
and  everywhere  the  same.  The  good 
man  is  identical  with  the  good  citizen 
only  in  one  case  — in  the  case  of  the 
best  regime.  For  only  in  the  best  re- 
gime is  the  good  of  the  regime  and 
the  good  of  the  good  man  identical, 
that  goal  being  virtue." 

We  can  witness  this  conjuncture  of 
the  best  regime  and  the  good  of  the 
good  man  with  the  singular  goal  of 
virtue  in  the  UMNO  regime  led  by 
Mahathir  and  the  PAP  regime  led  by 
Lee  Kuan  Yew.  Both  countries  try 
earnestly  to  fulfill  the  four  Straussian 
aims  of  independence,  rule  of  law, 
prosperity  and  glory.  Both  regime 
buiders  "are  in  the  rare  category  of 
visionary  leaders  who  drag  their 
societies  into  their  visions  of  new 
worlds  rather  than  be  dragged  by  their 
peoples." 

So,  there  must  be  more  than  just 
the  quality  of  patriotism  when  select- 
ing presidential  candidates  for  Indo- 
nesia. This  is  because  for  the  Indo- 
nesian patriot,  the  tanah  air  is  more 
important  than  whether  the  country 
used  to  be  under  the  Soekarno  or  Soe- 
harto  regime.  From  the  Indonesian 
patriot's  viewpoint,  he  who  either 
prefers  the  Soekarno  regime  (a  Soe- 
karnoist)  or  the  Soeharto  regime  (a 
Soehartoist)  is  a  partisan,  if  not  a 
traitor  since  you  should  always  sup- 
port tanah  air,  whether  it  was  under 
Soekarno  or  Soeharto.  In  other  words, 
the  Indonesian  patriot  is  one  who 
is  fundamentally  indifferent  to  the 
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change  of  regimes,  whether  it  be 
from  Soekarno  to  Soeharto,  or  from 
Gus  Dur  to  Megawati.  They  are  all 
equally  the  presider\ts  of  our  tamh  air. 

According  to  Strauss,  what  Aris- 
totle is  saying  in  effect  is  that  "the 
partisan  sees  deeper  than  the  patriot 
but  that  only  one  kind  of  partisan  is 
superior  to  the  patriot:  the  partisan 
of  virtue.  It  is  precisely  because  the 
Soekarno  regime  was  not  the  best 
regime  but  a  bad  regime  that  many 
Indonesian  partisans  of  virtue  (e.g., 
university  student  leaders  who  saw 
themselves  as  such  at-  that  time)  at- 
tacked the  Soekamoists  and  drove 
them  all  out  of  power.  And  it  is 
because  the  Soeharto  regime  was  not 
the  best  regime  but  a  bad  regime 
that  many  Indonesian  partisans  of 
virtue  attacked  the  Soeharto  regime 
which  led  to  his  downfall.  However, 
the  fall  guy  here  was  only  Soeharto 
himself.  This  explains  why  the  Soe- 
harto regime  may  be  gone  but  the 
New  Order  regime  stays  pretty  much 
intact,  the  transition  overseen  as  such 
by  his  own  protege  Habibie.  There 
was  no  wholesale  displacement  of  the 
military-bureaucratic-political  leaders 
like  when  a  truly  new  regime  took 
power,  which  was  what  Soeharto 
did  ta  1965-1966. 

Soeharto,  for  all  his  shortcomings, 
did  construct  a  regime  for  his  people, 
albeit  a  pseudo-democratic  one.  It  is 
what  the  scholar,  Daniel  Dhakidae, 
called  "a  system  of  dictatorship  under 
some  very  well-conceived  disguises." 


Nevertheless,  that  Soeharto  was  an 
astute  regime  builder  qualifies  him 
as  a  statesman,  albeit  of  a  rank  order 
different  from  Mahathir  and  Lee 
Kuan  Yew.  This  is  because,  unlike 
them  who  are  both  democratic-in- 
clined, Soeharto  was  monarchical. 

In  the  case  for  Mahathir  and  Lee 
Kuan  Yew,  what  was  the  impulse  be- 
hind their  visionary  and  passionate 
statesmanship  which  sometimes  moved 
both  regime  builders  to  anguish  and 
even  tears  when  they  spoke  movingly 
on  the  fates  of  their  nations?  For 
Strauss,  this  impulse  is  "the  desire  for 
glory".  Admittedly,  glory  for  them 
selves,  but  more  importantly,  glory 
for  their  nations  of  which  they  are 
the  chief  architects.  This  desire  for 
glory  finds  its  highest  expression  in 
the  desire  to  be  a  new  prince,  what 
the  Indonesians  would  call  the  Ratu 
Adil  (hopefully  without  the  heedless 
idealism).  For  Strauss,  this  "wholly 
new  prince  is  a  discoverer  of  a  new 
type  of  social  order,  a  moulder  of 
many  generations  of  men.  The  foimder 
of  society  has  a  selfish  interest  in  the 
preservation  of  society,  of  his  work. 
He  has  therefore  a  selfish  interest  in 
the  members  of  his  society  being  and 
remaining  sociable  and  hence  good." 

It  is  in  this  context  too  that  Soe- 
harto, the  regime  builder  and  states- 
man, is  different  from  Mahathir  and 
Lee  Kuan  Yew.  Unlike  them,  Soeharto 
did  not  really  care  whether  he  was 
creating  a  sociable  and  good  society 
but  only  in  regime  maintenance  by 
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whatever  means  possible.  And  so, 
unlike  them  who  groomed  their  suc- 
cessors to  preserve  their  valuable 
legacies,  Soeharto  did  not  really  groom 
anyone  to  take  over  him  because, 
being  monarchical,  a  sultan  rules  for- 
ever and  was  not  into  grooming 
anyone  to  succeed  him.  When  the  day 
of  reckoning  came  in  1998,  between 
the  glory  of  the  nation  and  the  inter- 
ests of  his  Cendana  family,  he  chose 
to  protect  his  throne  and  family,  and 
to  let  Jakarta  be  burnt.  That  choice 
ended  his  term  not  only  as  president 
but  also  as  statesman. 

In  the  difference  of  their  respect- 
ive statesmanships  lies  the  key  factor 
why  the  Soeharto  regime  fell  but  the 
decades-old  stability  of  the  UMNO  re- 
gime and  PAP  regime  stays.  For  in 
Malaysia  and  Singapore,  there  is  no 
need  for  partisans  of  virtue  to  revolt 
against  their  governments  simply  be- 
cause the  regime  itself  stands  for 
virtue.  That  is  to  say,  ala  Strauss,  both 
PM  Mahathir  and  SM  Lee  Kuan  Yew 
are  statesmen  whose  goal  of  virtue 
wedded  the  good  of  their  regimes 
to  the  good  of  their  goodness,  thus 
making  their  regimes  the  best  pos- 
sible regime. 

Both  statesmen  understand  what  it 
means  to  be  the  leaders  of  a  regime 
in  the  Straussian  sense.  Behind  the 
meaning  of  regime  is  one  "simple  and 
unitary  thought:  that  life  is  activity 
which  is  directed  towards  some  goal; 
social  life  is  an  activity  which  is  di- 
rected towards  such  a  goal  as  can 
be  pursued  only  by  society;  but  in 


order  to  pursue  a  specific  goal,  as 
its  comprehensive  goal,  society  must 
be  organized,  ordered,  constructed, 
constituted  in  a  manner  which  is  in 
accordance  with  that  goal;  this,  how- 
ever, means  that  the  authoritative 
human  beings  must  be  akin  to  that 
goal." 

For  the  "authoritative  human  be- 
ings" of  Soeharto  and  his  types,  that 
goal  is  building  the  New  Order.  For 
contemporary  Indonesia,  it  is  nowhere 
clear  whether  the  past  and  present 
presidents  of  Habibie,  Gus  Dur  and 
Megawati  have  been  "authoritative 
human  beings"  who  set  out  to  pursue 
a  specific  goal  as  its  comprehensive 
goal  in  the  manner  which  their  found- 
ing fathers  set  out  to  pursue  a  spe- 
cific goal:  merdeka,  as  its  comprehen- 
sive goal  and  won  the  war  of  indep- 
endence against  the  Dutch  under  ex- 
tra-ordinary circumstances. 

Surveying  the  current  leadership, 
the  historian,  Anhar  Gonggong  said 
that  "the  country  has  only  party 
leaders  who  lack  statesmanship,  in 
contrast  to  the  founding  fathers." 
During  the  Indonesian  revolution, 
there  was  a  phalanx  of  eight  "author- 
itative human  beings"  who  were  all 
akin  to  the  goal  of  merdeka.  They 
were  Soekarno,  Hatta,  Sjahrir,  Sudir- 
man,  Agus  Salim,  Natsir,  Tan  Malaka 
and  Supomo.  But  although  they  shared 
the  same  goal,  they  were  not  all  of 
one  Straussian  type.  Hence,  there  was 
Tan  Malaka  running  his  own  strategy 
which  almost  undermined  the  repub- 
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lican  cause.  Also,  there  were  the  inte- 
gralist  grouping  of  Soekarno,  Supomo 
and  Sudirman  on  the  one  side  and 
the  federalist  grouping  of  Sjahrir, 
Hatta  and  Natsir  on  the  otherside. 
Because  there  was  no  "manifest  dom- 
ination of  society  by  a  certain  type,'' 
no  regime  was  founded  by  either  camp 
during  the  constitutional  democracy. 
This  is  true  of  contemporary  politics 
in  Indonesia  which  also  explains  why 
there  is  a  common  perception  that 
the  current  political  situation  has  the 
same  character  as  constitutional  de- 
mocracy. 

This  is  unlike  the  case  of  the  Soe- 
harto  regime  where  there  was  a 
phalanx  of  eight  "authoritative  hu- 
man beings"  of  the  same  type  who 
shared  one  goal:  to  build  the  New 
Order.  They  are  Soeharto,  Ali  Moer- 
topo,  Sumitro,  Sarwo  Edhie,  HR  Dhar- 
sono,  Mohamad  Jusuf,  Sultan  Ha- 
mengkubuwono  IX  and  lastly,  Harry 
Tjan  Silalahi.  It  is  this  Soeharto  pha- 
lanx which  together  "organized,  or- 
dered, constructed,  constituted  society 
in  a  manner  which  was  in  accordance 
with  that  comprehensive  goal"  of 
building  the  New  Order. 

CONCLUSIONS 

Contemporary  Indonesian  politics 
would  need  a  civilian  phalanx  of 
Straussian  type  men  committed  to 
creating  a  virtuous  circle  of  common 
good  as  their  single  "comprehensive" 
goal  for  there  to  be  social  hope  in  In- 


donesia. To  this  end,  the  CSIS  analyst 
J.  Soedjati  Djiwandono  was  even  pre- 
pared to  say  that  "we  need  the  best, 
or  second,  even  the  third  best,  if  need 
be"  for  national  leadership.  Seem- 
ingly for  him,  so  long  as  they  are 
from  any  of  the  top  three,  Indonesia 
would  at  least  be  still  led  by  promis- 
ing leadership.  He  wrote  that  the 
current  leadership  "is  beyond  the  pale" 
and  lamented  that  "even  with  a  direct 
presidential  elections,  the  'new'  leaders 
will  most  likely  come  from  this  same 
big  parties.  Unfortunately,  our  elect- 
oral law  does  not  provide  for  indep- 
endent (non-party)  candidates  to  con- 
test the  election.  So,  we  would  be  back 
at  square  one.  A  deadlock." 

A  deadlock  need  not  be  the  case 
if  there  are  dark  horses  (i.e.,  independ- 
ent and  non-party  candidates)  wait- 
ing in  the  wings.  One  such  person 
is  Surya  Paloh,  a  successful  Acehnese 
businessman.  But  he  is  seen  as  a  long 
shot  by  some  analysts  who  said  he 
is  not  popularly  known,  unlike  the 
other  dark  horse,  Nurcholis  Madjid, 
the  Muslim  intellectual,  who  enjoys 
much  credibility  and  respect  among 
the  Indonesian  populace.  He  has  a 
steadfast  reputation  and  embodies  what 
a  Strausssian-typed  partisan  of  virtue 
is  like. 

Whoever  may  be  the  forerunner 
in  next  year's  direct  presidential 
elections,  he  would  need  to  lead  a 
civilian  phalanx  of  "authoritative 
human  beings"  with  impeccable  vir- 
tue in  order  to  overcome  the  manifold 
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problems  of  this  "great  but  suffering 
nation."  Indeed,  care  especially  for 
the  concerns  of  the  poor:  the  con- 
science and  the  pride  of  a  nation  de- 
pends on  it. 

The  hope  for  Indonesia's  political 
future  evidently  lies  with  those  within 
its  civilian  ranks  who  possess  the  pot- 
ential for  statesmanship.  To  these  select 
aristocracy  looking  for  role  models, 
they  need  look  no  further  than  their 


founding  fathers  who  led  their  coun- 
try to  merdeka,  especially  Mohammad 
Hatta  who  was  proclaimed  by  Tempo 
magazine  as  the  "statesman  for  all 
seasons"  for  his  virtuous  dedication 
to  the  common  good  of  the  Indonesian 
people.'^ 


^^Tempo,  13  -19  August  2002, 
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FROM  THE  TRENCHES 

The  First  Year  of  Indonesia's  Crisis  of  1997/98 
as  Seen  from  the  World  Bank's  Office  in  Jakarta 

Written  by:  Lloyd  R.  Kenward 
Published  by:  CSIS,  Jakarta 

This  book  provides  an  analysis  of  the  first  year  of  Indone- 
sia's crisis  taking  place  in  1997-1998.  It  is  written  from  the 
perspective  of  someone  who  had  the  opportimity  to  ob- 
serve the  development  and  the  impact  of  the  crisis  from  a 
strategic  position:  as  an  economist  sitting  in  the  World  Bank 
covmtry  office  in  Jakarta.  The  book  is  therefore  an  important 
contribution  to  the  growing  literature  on  the  Indonesian 
economic  crisis  for  two  reasons.  First,  it  provides  the  general 
audience  with  a  readable  accovmt  on  the  evolution  of  the 
crisis.  Second,  it  also  presents  a  detailed  economic  analysis  for  the  specialized  reader 
coming  from  the  academic  or  policy  making  community. 

The  book  consists  of  three  chapters.  Chapter  I  presents  a  concise  account  of  Indonesia's 
economic  performance  prior  to  the  crisis.  Chapter  II  provides  a  very  detailed  chronological 
review  of  the  first  year  of  the  crisis.  The  main  lessons  and  conclusions  that  emanate 
from  the  analysis  are  highlighted  in  Chapter  III. 

The  book  serves  as  a  good  example  of  a  comprehensive  political  economy  approach,  as  it 
manages  to  put  economic  analysis  into  a  proper  political  context.  Therefore,  this 
publication  is  recommended  for  those  who  are  interested  in  Asian  economic  crisis  in 
general  and  Indonesian  economic  policies  in  particular. 

2002. 1"  Ed.,  X  +  152  pp.;  25  cm,  ISBN  979-8026-74-8;  Rp  40.000,00 
(overseas:  US$40.00,  postage  by  airmail  included) 


v. 


The  Management  of  Biodiversity  in 
Indonesia  at  Sustainable  Level 

Budy  P.  Resosudarmo  and  Mna  I.L.  Subiman 


INTRODUCTION 

INDONESIA  comprises  approxim- 
ately 17,508  islands  and  extends 
a  distance  of  6,000  km  from  the 
westernmost  tip  of  Sumatra  to  the 
eastern  border  of  Irian  Jaya  (West 
Papua).  Crossed  by  the  equator,  it  also 
lies  between  2  continents  (Asia  and 
Australia)  and  2  oceans  (the  Pacific 
and  the  Indian).  Most  parts  of  Indo- 
nesia have  a  moist  tropical  climate, 
with  abundant  rains  and  high  temp- 
eratures. However,  this  tropical  climate 
does  not  always  occur  in  the  moun- 
tains. In  fact,  permanent  glaciers  exist 
in  the  highest  peaks  of  Irian  Jaya. 

Many  of  the  islands  in  the  Indo- 
nesian Archipelago  have  been  con- 


'This  paper  is  based  on  the  research  con- 
ducted by  both  authors  while  working  for  the 
Inter  University  Center-Economics-University 
of  Indonesia.  Both  authors  would  like  to 
thank  Budi  Rahayu,  Suroso  and  Leiy  of  the 
Faculty  of  Mathematics  and  Natural  Science- 
University  of  Indonesia  for  many  of  their  con- 
structive suggestions.  Nevertheless,  all  mistakes 
in  this  paper  are  the  authors'  responsibility. 


nected  at  some  stage  in  their  history 
depending  on  the  level  of  the  sea.  At 
times  when  the  sea  receded,  many 
of  the  islands  merged  to  form  a  single 
territory,  allowing  their  wildlife 
communities  to  mingle.  When  the  sea 
rose  again,  splitting  up  the  pre-historic 
forests  into  fragments  once  more, 
each  separate  sector  followed  its  evol- 
utionary path  in  response  to  its  own 
set  of  local  environmental  conditions 
and  selection  pressures.  Repeated 
variations  in  sea  level  resulted  in  re- 
peated mingling  of  biota  and  more 
creative  tension  between  disparate 
communities  of  animals  and  plants, 
a  situation  which  often  leads  to  some 
extinction  but  eventually  fosters  more 
speciation,  inducing  greater  diversity 
and  complexity  (Myers  1992).  Hence, 
the  Indonesian  region  is  expected  to 
contain  tremendous  biodiversity. 

Indonesia's  109.8  million  hectare 
lowland  rainforests  are  the  home  for 
extremely  diverse  living  organisms 
with  abundant  nutrients  and  untapped 
medicinal  potential.  These  forests  also 
have  economic  significance  for  the  trees 
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and  rattans  they  contain.  Besides  for- 
ests, Indonesia  also  covers  a  huge  area 
of  marine  territory.  Coastal  and  marine 
resources,  which  are  in  this  marine 
territory,  are  among  the  richest  biolo- 
gically in  the  world. 

Despite  its  tremendous  biodiver- 
sity, the  country  faces  significant  nat- 
ural resource  management  issues  and 
biodiversity  conservation  problems.  It 
is  estimated  that  only  61%  of  original 
natural  habitat  remains,  although  this 
may  be  as  low  as  9%  in  Java  and  Bali. 
Between  900,000  and  1,300,000  hectares 
of  forests  are  cleared  each  year  for 
forestry,  agricultural  and  human  settle- 
ment purposes,  which  do  not  include 
the  clearing  caused  by  the  recent  forest 
fire  disaster  (The  State  Ministry  of  En- 
vironment 1997).  In  marine  ecosys- 
tems, increased  human  activity  in  co- 
astal areas  — such  as,  mangrove  cut- 
ting and  coral  reef  mining —  has  re- 
sulted in  the  negative  impact  of  the 
removal  of  resources  as  well  as  incre- 
ased quantities  of  sewage  and  industrial 
pollution. 

UNDERSTANDING  BIODIVER- 
SITY 

Biological  diversity,  or- biodiversity, 
is  the  variety  of  the  world's  organisms, 
including  their  genetic  diversity  and 
the  assemblages  they  form.  It  is  the 
blanket  term  for  the  natural  biological 
wealth  that  underpins  human  life  and 
wellbeing.  The  breadth  of  the  concept 
reflects  the  interrelatedness  of  genes, 
species,  and  ecosystems  (WRl  2000b). 


The  diversity  of  an  ecosystem  de- 
pends on  the  variety  of  the  environ- 
ment, especially  abiotic,  such  as  cli- 
mate, latitude,  altitude,  weather,  soil, 
etc,  which  determines  the  level  of 
uniqueness  and  biodiversity  in  each 
region.  The  highest  level  of  biodiver- 
sity in  the  world  is  located  in  tropical 
rainforests,  coral  reefs,  large  tropical 
lakes,  and  deep  oceans. 

As  the  largest  archipelago  country 
in  the  world,  with  islands  formed  from 
different  continents  (Asia  and  Australia) 
and  separated  by  different  sea  depths 
(Sunda  and  Sahul  Shelves),  almost 
every  island  in  Indonesia  has  its  own 
characteristics  in  terms  of  flora  and 
fauna.  To  further  understanding  how 
diverse  Indonesia  is  biologically,  this 
subsection  explores  biogeography,  en- 
demism,  and  finally  the  three  mea- 
sures of  biodiversity,  which  are  genetic, 
species,  and  ecosystems. 

Biogeography 

In  seeking  to  understand  the  distri- 
bution of  habitats  and  organisms  within 
the  Indonesian  Archipelago,  biologists 
have  detected  major  patterns,  which 
involve  the  association  of  taxa^  and 
groups  of  taxa  with  particular  geo- 
graphical locations  (Whitten  et  al,  1984, 
1987;  MacKinnon  et  al,  forthcoming). 
This  approach  is  called  biogeography 
(Ministry  of  State  for  Population  and 
Environment    1993).  Based  on  this  ap- 


^Group  of  organisms'  classification. 
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proach,  they  have  divided  Indonesia 
into  two  'biogeographical  realms',  which 
are  the  Indo-Malayan  and  the  Austra- 
lasian, with  a  transitional  zone,  "Wal- 
lacea",  lying  between  them. 

The  Indo-Malayan  Realm  tends  to 
have  fauna  related  to  Asian  species 
(e.g.,  placental  mammals),  while  in 
the  Australasian  Realms  they  tend  to 
be  related  to  Australian  species  (e.g., 
marsupial  mammals).  Exceptions  come 
from  places  crossed  by  the  Wallace  line. 
The  deep  ocean  that  separates  these 
islands  from  other  regions  made  their 
evolutionary  process  unique,  and  there 
are  many  species  that  are  foimd  now- 
here else  in  the  world. 

Furthermore,  based  on  the  current 
distribution  types  and  characteristic 
species,  there  are  7  biogeographic  re- 
gions, which  are  centered  on  the  major 
islands  and  island  groups  including 
their  surrounding  seas  (BAPPENAS, 
1991).  Combined  with  the  biogoegraph- 
ical  realms  and  the  Wallacea  area,  the 
following  biogeographic  regions  are: 

•  The  Indo-Malayan  (Part  of  Astatic 
area) 

Sumatra:  Mountainous  in  area  with 
many  kinds  of  forest  —  such  as  low- 
land rainforests,  sub-mountainous  and 
mountainous  forests,  and  mangroves. 
Home  to  196  mammal,  194  reptile,  62 
amphibian,  272  fish,  and  456  bird 
species,  with  9  mammal,  30  fish,  and 
19  bird  species  being  endemic  (Colijn 
2000). 


Java  and  Bali:  Consists  of  2  main  is- 
lands: Java  and  Bali.  Java  is  predomin- 
antly volcanic  with  a  wet  climate  in 
the  western  part  and  a  relatively  dry 
climate  in  the  eastern  part.  Typical 
habitats  in  Central  and  especially  East 
Java  are  monsoon  forests  and  savanna. 
On  the  other  hand,  the  climate  on  Bali 
Island  is  a  little  wetter  and  shows  less 
pronounced  seasons,  with  its  main 
ecosystems  being  monsoon  forest, 
rainforest,  volcanic  areas  and  culti- 
vated paddy  fields.  Neither  Java  nor 
Bali  has  the  richness  of  flora  and  faima 
of  Sumatra  or  Kalimantan.  Influenced 
by  Asian  flora  and  fauna,  this  region 
has  approximately  18  endemic  bird 
and  17  mammal  species  (Colijn  2000). 

Kalimantan:  This  is  the  world's  third 
greatest  island.  Dominated  by  forested 
hills  and  mountains  (but  not  volca- 
noes), Kalimantan  has  a  permanently 
wet  climate  with  a  large  number  of 
rivers  flowing  from  the  mountains  in 
the  interior  co  the  coastal  plains.  Of 
its  approximately  221  mammal  and 
450  bird  species,  about  29  and  20,  re- 
spectively, are  endemic  (Colijn  2000). 

•  The  Wallace  area,  knoiun  as  a  trans- 
itional zone  betzveen  the  2  biogeo- 
graphical realms 

Nusa  Tenggara:  Heading  east  from 
Bali,  Nusa  Tenggara  — also  known  as 
the  Lesser  Sunda  Islands —  was  the 
first  region  to  be  separated  from  the 
Asian  and  Australian  mainland  by 
deep  seas.  It  consists  of  the  5  major 
islands  of  Lombok,  Sumbawa,  Sumba, 
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Flores,  and  Timor.  Nusa  Tenggara's 
own  characteristic  fauna  consists  of 
approximately  66  endemic  bird,  8 
endemic  mammal,  and  17  endemic 
reptile  species,  one  of  which  is  the 
giant  Komodo  Dragon,  the  reptile 
that  is  believed  to  be  the  only  surv- 
iving species  of  reptile  from  the  dino- 
saur era  (Colijn  2000). 

Sulawesi:  Unlike  the  6  other  re- 
gions, Sulawesi  (Celebes  Island)  has 
never  been  connected  to  any  great 
land  area  (neither  Asia  nor  Australia). 
This  resulted  in  unique  fauna,  almost 
impossible  to  find  in  any  other  region. 
Excluding  bats,  approximately  98%  of 
the  Sulawesian  mammals  are  endemic 
and  so  are  89  of  the  247  known  bird 
species  (Colijn  2000). 

Maluku:  It  lies  on  the  Sahul  Con- 
tinental Shelf.  The  faun?,  of  the  Malu- 
kan  area  is  characterized  by  Australian 
influences  with  smaller  land  mammals, 
such  as  monkeys  and  babirusa.  h\  this 
region  there  are  about  350  bird  spe- 
cies, of  which  89  are  endemic,  90  dif- 
ferent butterfly  species  (25  endemic), 
and  an  abundance  of  marine  species 
(Colijn  2000). 

•  Tne  Australasian  (part  of  Australian 
area) 

Irian  Jaya  (Papua):  This  part  of  the 
world's  second-largest  island  of  New 
Guinea  makes  up  almost  a  quarter  of 
Indonesia's  land  area  with  60%  of  its 
territory  covered  with  barely  access- 
ible forests.  Irian  Jaya  has  habitats 
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ranging  from  the  coastal  hot,  wet, 
and  swampy  plains  of  the  south  to 
the  permanently  snow  and  icecovered 
Puncak  Jaya  (5,030  m).  Almost  60%  of 
its  total  mammalian  population  and 
more  than  40%  of  its  bird  species 
are  endemic.  There  are  also  approxim- 
ately 100  snake,  200  lizard,  2  crocodile, 
6  tortoise,  6  turtle,  200  frog  and  toad, 
and  more  than  5,000  butterfly  species 
living  in  Irian  Jaya,  one  of  the  last 
wilderness  areas  on  earth  (Colijn,  2000). 

Unlike  fauna,  the  distribution  of 
flora  is  less  clear.  To  understand  the 
distinction  of  plants'  biogeographical 
identities,  botanists  used  to  refer  to  the 
Malay  Archipelago  (including  the  Ma- 
lay Peninsula,  the  Philippines  Islands, 
and  all  of  New  Guinea)  as  'Malesia'. 
Most  Indonesian  flora  is  considered 
to  be  South  Malesian  (Java,  Bali,  Ma- 
dura, and  Nusa  Tenggara)  with  some 
contributions  from  West  and  East  Ma- 
lesian Botanical  Sub-Regions. 

Endemism 

Many  islands  in  Indonesia,  because 
of  their  isolation  from  each  other  for 
long  periods,  have  evolved  local  spe- 
cies that  are  unique  to  them,  or  that 
have  become  endemic.  The  word  'en- 
demic' itself  means  a  taxon  which  oc- 
curs in  the  wild  nowhere  else  in  the 
world,  and  which  has  not  done  so  in 
the  historical  past  (Ministry  of  State 
for  Population  and  Environment  1993). 
In  1991,  the  World  Conservation  Mon- 
itoring Centre  (WCMC)  recorded  ap- 
proximately 191  mammal,  151  reptile. 
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Table  1 


SPECIES  RICHNESS  AND  SPECIES  ENDEMISM 
BY  TAXON  AND  INDONESIAN  ISLAND  GROUP 


Number  of  Resident  Species 


Selected 


Island  Selected  Birds 


% 

endemic 


Mammals 


endemic 


Reptiles  % 

endemic 


Plant  taxa 


% 

endemic 


Sumatra 

465 

2 

194 

10 

217 

11 

820 

11 

Java 

Kalimantan 

362 

7 

133 

12 

173 

8 

630 

5 

420 

6 

210 

48 

254 

24 

900 

33 

Sulawesi 

289 

32 

114 

60 

117 

26 

520 

7 

Nusa  Tenggara 

242 

30 

41 

12 

77 

22 

150 

3 

Maluku 

210 

33 

69 

17 

98 

18 

380 

6 

Irian  Jaya 

602 

52 

125 

58 

223 

35 

1.030 

55 

Source:  MacKinnon  and  MacKinnon  (1986);  BAPPENAS  (1991). 


9  caecilian,  100  arnphibian,  and  374 
insect  species  that  are  endemic  to  In- 
donesia. Indonesia  has  440  endemic 
bird  species,  concentrated  in  24  'en- 
demic bird  areas',  making  this  the 
highest  rate  of  bird  endemism  in  the 
world- 
Sulawesi  and  Irian  Jaya  have  the 
highest  rates  of  endemism.  Though 
Sumatra  has  relatively  low  endemism, 
the  Mentawai  islands  (especially  Si- 
berut)  hold  a  unique  position  as  an 
area  that  has  the  highest  density  of 
endemic  species  per  unit  in  Indonesia. 
Table  1  provides  general  endemic  data. 

Three  Measures  of  Biodiversity 

Many  biologists  agree  that  the  term 
'biodiversity'  embraces  a  large  range 
of  concepts  and  phenomena  that 
contain  several  issues  ranging  from 
the  categorization  of  ecosystems,  the 
taxonomic  classification  of  organisms, 
and  the  extent  and  significance  of 


variation  between  individual  organ- 
isms. Three  measures  of  biodiversity 
are  presented  in  this  section.  They  are 
the  genetic,  species,  and  ecosystem 
diversity. 

•  Genetic  Diversity 

Genetic  diversity  refers  to  the  var- 
iety of  genetic  information  contained 
in  all  individual  plants,  animals,  and 
micro  organisms,  which  occurs  within 
and  between  populations  of  species 
as  well  as  between  species  (Depart- 
ment of  the  Environment,  Sport,  and 
Territories  Commonwealth  of  Aus- 
tralia, 1997).  This  variation  within 
species  allows  populations  to  adapt 
to  changes  in  climate  and  other  local 
environmental  conditions.  The  larger 
the  size  of  a  species'  population,  the 
greater  its  genetic  diversity,  and  the 
less  likely  it  is  to  become  extinct. 

Biologists  believe  that  genetic  variat- 
ion is  the  basic  resource  needed  for  the 
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creation  of  new,  high  yielding  variet- 
ies of  agricultural  crops.  Hence,  it  is 
often  referred  to  as  'plant  genetic  re- 
sources'. Recent  developments  in  bio- 
diversity conservation  have  induced 
FAO  to  redefine  the  term  'genetic  re- 
sources', which  is  now  taken  to  mean 
that  subset  of  biodiversity  which  is  of 
actual  or  potential  use  to  humanity, 
especially  for  agriculture  in  general 
and  food  production  in  particular 
(Ministry  of  State  for  Population  and 
Environment  1993). 

Indonesia  offers  a  wide  range  of 
genetic  resources  among  both  plants 
and  animals  that  are  valuable  for  im- 
mediate or  long-term  use.  At  least  6,000 
of  its  native  species  of  plants  and  an- 
imals are  used  on  a  daily  basis  by  In- 
donesians, e.g.,  for  food,  medicines, 
dyes,  and  for  great  number  of  other 
purposes  (BAPPENAS  1991).  This  co- 
untry also  makes  the  largest  contri- 
bution to  the  Indo-Malayan  centre, 
which  is  one  of  12  major  centres  of 
crop  diversity  (the  Vavilov  Centers). 
Crops  such  as  banana  {Musa  spp.), 
nutmeg  {Myristica  fragrans),  cloves 
{Syzygium  aromaticum),  durian  {Durio 
spp.),  and  rambutan  (Nephelium  spp.), 
which  have  high  genetic  variation, 
originated  here  and  Indonesia  is  their 
center  of  diversity  (Sastrapradja  and 
Rifai  1989;  Rifai  et  al.  1989). 

•  Species  Diversity 

Species  diversity  involves  aspects 
that  can  be  classified  into  three  groups 
of  measurement:  species  richness, 
species   abundance,   and  taxonomic 


or  phylogenetic  diversity  (Magurran 
1988).  The  first  two  are  in  extensive 
use  because  of  their  simplicity.  Mea- 

Table2 


ESTIMATED  TOTAL  NUMBER  OF 
SPECIES  BY  MAJOR  TAXON 


Taxon 

Indonesia 

World 

Min- 

Max- 

Estimated 

imum 

imum 

Bacteria  and  blue- 

green  algae 

225 

OKAJ 

Fungi 

4,280 

iz,UUU 

An  (Vin 

Algae 

1,000 

l,oUU 

zo,yuu 

Mosses  and 

liverworts 

1,500 

i,OUU 

1  c  Ann 
lo,oUU 

Ferns  and 

lycophytes 

1,250 

1,500 

Gymnosperms 

100 

100 

can 

Flowering 

plants 

25,000 

30  000 

220,500 

Protozoans 

1,500 

3,500 

30,800 

Insects' 

1,000,000 

5,000,000 

30  000  000 

Others 

arthropods 

30,000 

50,000 

300,000 

Molluscs 

2,000 

ft  nnn 

50,000 

Other  inver- 

tebrates 

5,000 

10,000 

66  900 

Fishes 

7,000 

8,500 

19,000 

Amphibians 

1,000 

1,500 

4,200 

Reptiles 

600 

2,000 

6,300 

Birds 

1,300 

1,600 

9,200 

Mammals 

515 

800 

4,170 

TOTAL 

1,082,270 

5,131,100 

30,818,100 

Percent  total 

3.5% 

16.6% 

TOTAL  LESS-.^-. 

INSECTS 

82,270 

131,100 

818,100 

Percent  total  less 

insects 

10.1% 

16.0% 

'This  group  is  very  poorly  known,  and  esti- 
mates of  total  numbers  of  insect  species  range 
from  5  to  50  million. 


Source:  Sastapradja  ef  a\.  (1989);  McNeely  et 
al.  (1990);  BAPPENAS  (1991);  UNEP  (1991); 
Bibby  et  al.  (1992). 


THE  MANAGEMENT  OF  BIODIVERSITY  IN  INDONESIA 


79 


sures  of  species  richness  count  the 
number  of  species  in  a  defined  area, 
whereas  measures  of  species  abund- 
ance sample  the  relative  numbers 
among  species  (Department  of  the  En^ 
vironment.  Sport,  and  Territories  Com- 
monwealth of  Australia  1997).  Measures 
of  taxonomic  or  phylogenetic  diversity 
consider  the  genetic  relationships  be- 
tween different  groups  of  species. 
These  measures   are  based   on  an 
analysis  that  results  in  a  hierarchical 
classification  usually  represented  by 
a  'tree'  that  depicts  the  branching 
pattern  which  is  thought  to  represent 
best  the  phylogenetic  evolution  of  the 
taxa  concerned. 

At  a  minimum,  it  is  estimated  that 
Indonesia  has  about  11%  of  the  world's 


known  flowering  plant  species,  12% 
of  the  world's  mammals,  15%  of  all 
amphibians  and  reptiles,  17%  of  all 
birds,  and  at  least  37%  of  the  world's 
fish.  Overall,  about  17%  of  the  total 
number  of  species  in  the  world  is 
found  in  this  territory.  The  estimated 
total  number  of  species  by  major 
taxon  is  presented  in  Table  2. 

Like  endemism,  species  richness 
throughout  Indonesia  is  not  uniform. 
Every  biogeographical  region  shows 
significant  variation  but  all  of  them 
still  have  a  large  number  of  species. 
Irian  Jaya  has  the  largest  number  of 
species,  followed  by  Kalimantan  and 
Sumatra.  In  all  regions,  birds  con- 
stitute the  greatest  number  of  animal 
species  (see  Table  2). 


Table  3 

.  MAIN  TERRESTRIAL  HABITAT  TYPES  OF  INDONESIA 

Habitat  Type  Original  Area  (km2)  Percent  Remaining        Percent  Protected 

Forest  on  limestone  135,793 


Freshwater  swamp  forest  103,054  46  8 

Heath  forest  91,660  28  6                           1  ? 

Ironwood  forest  3^20  34  2  82 

Lowland  rainforest  896,157  575  .'o 

Montane  forest  206,233  77,1  211 

78.8  6.5 

2.0 

..^p.caxpmexuresi  3,215  60.0     "  "                      1^5  6 

Mangrove  50,8oo  43  g 

Forest  on  ultrabasics  8,299 

Monsoon  forest  24  192 

Beach  vegetation  39O 

Alpine  2,170 


Peatswamp  219,252  ,00 

Semievergreen  rainforest  150,877  28  3 

Tropical  pine  forest  3,215 


43.9  11.2 
46.9  0.4 


39.0  4.4 
39.7  2.5 
100.0  34.1 


"TOTAL  1,895,512 
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•  Ecosystem  Diversity 

Ecosystem  diversity  relates  to  the 
variety  of  habitats>  biotic  communities, 
and  ecological  processes,  as  well  as  the 
tremendous  diversity  present  within 
an  ecosystem  in  terms  of  habitat  dif- 
ferences and  the  variety  of  ecological 
processes.  Unlike  genetic  or  species 
diversity,  it  is  much  harder  to  define 
ecosystem  diversity  because  the  'bound- 
aries' of  communities  (associations  of 
species)  and  ecosystems  are  more 
fluid.  Nevertheless,  it  is  very  useful  to 
apply  since  the  ecosystem  concept  is 
dynamic  and  variable. 

Being  one  of  the  richest  biodiver- 
sity owners  in  the  world,  Indonesia 
has  at  least  42  distinct  natural  terres- 
trial ecosystems  and  5  marine  ecosys- 
tems. These  range  from  the  ice  fields 
and  alpine  meadows  of  Irian  Jaya  to 
a  wide  variety  of  humid  lowland 
forests,  from  deep  lakes  to  shallow 
swamps,  and  from  spectacular  coral 
reefs  to  sea  grass  beds  and  mangrove 
swamps  (MoF/FAO,  1991).  These  eco- 
systems all  harbour  diverse  species. 
The  area  for  each  main  terrestrial 
habitat  types  is  presented  in  Table  3. 

THREATS  TO  BIODIVER&ITY 

Although  there  are  many  incid- 
ences that  can  threaten  biodiversity, 
such  as  natural  disasters  (floods,  earth- 
quakes, volcanic  eruptions,  and  dis- 
eases), the  main  threat  still  comes  from 
human  activities.  The  rapid  growth 
of  human  population  has  led  to  more 


and  more  exploitation  of  biological 
resources. 

In  Indonesia,  high  levels  of  ecosys- 
tem diversity,  species  richness,  and 
endemism  exist  alongside  an  expand- 
ing economy  and  a  large,  growing, 
and  internally  mobile  human  popu- 
lation, much  of  which  is  rural  and 
engaged  in  agriculture.  With  a  popu- 
lation of  approximately  210  million 
(Firman  2000),  most  of  which  is  still 
living  in  poor  economic  conditions, 
Indonesia  faces  serious  problems  re- 
garding increasing  demands  for  nat- 
ural resources  and  ecosystem  processes 
that  are  already  impoverished  and 
stressed.  Besides,  the  economic  crisis 
and  enormous  debt  burden  have  also 
forced  the  Indonesian  government  to 
encourage  the  production  of  commod- 
ities that  can  earn  foreign  exchange, 
such  as  timber. 

The  deforestation  rate  in  Indonesia 
is  the  highest  among  the  two  other 
largest  forest  owners:  Brazil  and  Zaire. 
Whereas  in  1980  Indonesia  was  ranked 
the  second  to  Brazil  in  terms  of  forest 
area,  in  1994  it  was  placed  the  third 
after  Brazil  and  Zaire  (Prihawantoro 
1998).  The  World  Resources  Institute 
(WRI)  stated  that  annual  deforestation 
of  Indonesia  between  1990  and  1995 
was  10,844  km2  with  an  average  an- 
nual percentage  change  of  1%.  In 
fact,  the  rate  of  deforestation  could  be 
higher  than  that  as  inadequate  in- 
formation exists  to  estimate  objectively 
the  extent  of  forest  cover  (World  Bank 
1994). 
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Pressures  on  biodiversity  are  not 
limited  to  the  terrestrial  ecosystem.  Ma- 
rine and  coastal  ecosystems  are  suf- 
fering greatly  due  to  human  activities, 
particularly  to  meet  the  increase  in 
consumer  demands  for  marine  pro- 
ducts. Among  the  most  important  is- 
sues is  the  overexploitation  of  living 
coral  sites.  The  Indonesian  Center  of 
Research  and  Development  of  Oceano- 
graphy (Puslitbang  Oseanografi)  in  1995 
showed  that  only  6.20%  of  corals  in 
Indonesia  are  still  in  very  good  cond- 
ition, 23%  are  in  good  condition,  28.30% 
suffer  moderate  damage,  and  41.78% 
are  extremely  damaged.  Even  in  con- 
servation areas,  the  quality  and  quant- 
ity of  coral  reefs  are  decreasing  (Aris- 
tiarini  1999). 

Other  marine  and  coastal  ecosystems 
have  also  been  damaged,  particularly 
mangrove  ecosystems.  Extensification 
activities  of  ponds  reduced  the  existence 
of  mangrove  ecosystems.  Approximately 
1  million  ha  of  mangroves  were  des- 
troyed during  the  1970s  and  1980s  (Min- 
istry of  Environment  1996  in  Primack 
et  al,  1998).  In  1995,  there  were  approxi- 
mately only  3.45  million  ha  of  man- 
groves left.  Currently,  the  average  an- 
nual reduction  rate  of  mangrove  areas 
is  approximately  4.5%  {Republika  1996; 
Soerjani  1995). 

BAPPENAS  (1991)  highlighted  major 
problems  in  managing  biodiversity. 
They  are: 

(a)  high  population  growth  and  uneven 
income  distribution; 


(b)  forest  conversion,  mining,  and  plant- 
ation establishment; 

(c)  ignoring  traditional  land  tenure 
rights; 

(d)  transmigration  programs; 

(e)  industrial,  agricultural,  and  sedi- 
mentation pollution  of  wetland  and 
coastal  ecosystems; 

(f)  damage  to  coral  reefs  by  sediment- 
ation, mining,  blast  fishing,  etc; 

(g)  damage  to  mangroves  by  altering 
water  flows,  drainage,  pollution,  and 
conversion  to  aquaculture  ponds; 

(h)  direct  over-harvesting  of  species 
population;  and 

(i)  introduction  of  exotic  species. 

The  impact  on  biodiversity  is  clear. 
A  number  of  species  are  already 
thoughc  to  have  become  extinct  in 
recent  years,  including  Javan  Wattled 
Lapwing  {Vanellus  macropterus)  and 
Caerulean  Paradise  Flycatcher  {Eutri- 
chomyias  rowleyi),  as  have  distinct  sub- 
species of  tiger  {Panthera  tigris)  on  Java 
and  Bali  (Ministry  of  State  for  Popu- 
lation and  Environment  1993).  In 
1996,  World  Resources  Institute  (WRI 
1998)  noted  that  approximately  128 
mammal  species,  104  bird  species,  281 
higher  plant  species,  19  reptile  species, 
and  60  freshwater  fish  species  are 
threatened. 

The  world's  biological  diversity 
coevolved  with  human  culture.  As  a 
result,  the  landscape  and,  to  the  lesser 
extent,  the  sea,  today  reflect  human 
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culture.  At  a  time  when  humanity's 
needs  for  productive  biological  re- 
sources are  greater  than  ever  before, 
we  are  witnessing  the  irreplaceable 
loss  of  the  world's  fundamental  cap- 
ital stock  — its  species  and  genes — 
and  the  deterioration  of  ecosystems' 
ability  to  meet  human  needs.  As  spe- 
cies disappear,  humanity  loses  today's 
foods,  medicines,  and  industrial  pro- 
ducts, as  well  as  tomorrows.  As  genetic 
diversity  erodes  our  capacity  to  main- 
tain and  enhance  agricultural,  forest, 
and  livestock  productivity  decreases. 
And  with  the  degradation  of  ecosys- 
tems, we  lose  the  valuable  serves  that 
natural  and  semi-natural  systems  pro- 
vide (WRI  (a),  2000). 

POLICIES  AND  ACTIONS 

It  is  obvious  that  the  erosion  of 
Indonesia's  biodiversity  and  tradit- 
ional knowledge  on  biodiversity  has 
caused  the  loss  of  opportunities  to  de- 
velop new  varieties  of  crops,  new 
medicines,  and  new  industrial  raw 
materials.  This  also  has  become  very 
serious  concern  to  the  government,  re- 
flected in  policies  formulated  and  in 
actions  that  they  have  taken  so  far. 

The  policies  regarding  Indonesia's 
commitment  to  conservation  of  biodiv- 
ersity have  reached  legislation  level. 
For  example,  in  1990  the  promulgation 
of  Act  No.  5  on  the  Conservation  of 
Natural  Resources  and  their  Ecosys- 
tems protects  biological  diversity  in 
accordance  with  various  treaties  signed 
(The  State  Ministry  of  Environment 
1997). 


Indonesia  has  also  signed  and  ratified 
several  international  agreements,  such 
as  CITES  (Convention  on  International 
Trade  in  Endangered  Species)  in  1978, 
the  World  Heritage  Convention  in  1989, 
and  the  Ramsar  Convention^  in  1991. 
As  the  follow-up  to  the  ratification  of 
the  Ramsar  Convention,  the  govern- 
ment issued  Government  Regulation 
PP  No.  27  of  1991  on  Wetlands,  which 
addresses  the  use  of  wetlands  for  de- 
velopment purposes  and  includes  a  re- 
gulation to  protect  deep  peat  swamps 
as  water  resource  areas. 

With  Act  No.  5  of  1994,  Indonesia 
ratified  the  UN  Convention  on  Biolo- 
gical Diversity  at  a  national  level.  There 
are  at  least  3  reasons  why  this  ratif- 
ication is  important:  (1)  It  provides  a 
stronger  legal  basis  for  the  protection 
and  sustainable  use  of  biodiversity;  (2) 
it  serves  as  a  legal  basis  for  the  coun- 
try to  avoid  becoming  a  testing  ground 
for  the  release  of  genetically  modified 
organisms  and  the  unsafe  transfer  of 
biological  technology,  which  may 
harm  biodiversity;  and,  (3)  it  also 
shows  commitment  to  international 
cooperation  on  global  conservation  is- 
sues. 

For  an  action  plan  on  "Biodiversity, 
in  1993  the  State  Ministry  of  Environ- 
ment compiled  the  National  Strategy 


^The  Ramsar  Convention  is  a  program  to 
protect  water  birds  and  their  habitats,  in- 
cluding wetlands,  signed  in  Ramsar  City, 
Iran,  in  1991. 
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on  Management  of  Biological  Diver- 
sity, which  is  based  on  3  elements:  (1) 
Utilization  of  science  and  technology; 

(2)  Diversification  of  utilization;  and, 

(3)  Integrated  management  of  biological 
diversity.  Besides,  there  are  also  3  ap- 
proaches to  the  management  of  bio- 
diversity, namely:  (1)  Fulfilling  basic 
needs;  (2)  Providing  income;  and,  (3) 
Developing  a  healthy  environment. 

There  is  a  strategy  to  propose  the 
formation  of  the  National  Commission 
on  Biological  Diversity  in  order  to  sti- 
mulate and  create  cooperation  between 
various  agencies  and  organizations  in 
managing  biodiversity.  In  the  same 
year,  the  Ministry  of  National  Devel- 
opment Planning  and  the  National  De- 
velopment Planning  Agency  (Bappe- 
nas)  compiled  the  Biodiversity  Action 
Plan  for  Indonesia  (The  State  Ministry 
of  Environment  1997). 

So  far  Indonesia  has  also  devel- 
oped a  number  of  programs  in  various 
sectors.  In  the  wetlands  sector,  for 
example,  in  1987  it  became  the  first 
Asian  country  to  publish  a  national 
wetland  inventory,  which  covered 
231  important  wetland  sites  (The  State 
Ministry  of  Environment  1997).  Serious 
attention  to  wetlands  continues  with 
the  establishment  of  a  computerized 
Indonesian  Wetland  Database,  which 
has  been  developed  by  Wetlands  In- 
ternational-Indonesia Program  (WI/IP) 
and  operates  in  offices  located  in  Bogor 
and  Jakarta.  Furthermore,  the  Geo- 
graphical Information  System  (CIS) 
— a    facility  under  the  ongoing  UK- 


Indonesia  Tropical  Forestry  Manage- 
ment Project —  is  also  being  developed 
to  facilitate  mapping,  monitoring,  and 
data  analysis  of  wetlands  and  forestry 
areas. 

In  order  to  have  a  better  know- 
ledge of  the  richness  of  the  nation's 
biodiversity,  Indonesia  conducted  a 
project  to  establish  a  Biological  Div- 
ersity Inventory  and  to  develop  a 
User  Advisory  Group  Information  Sys- 
tem by  1999.  The  program  was  estab- 
lished under  the  Indonesian  Sciences 
Institute  (LIPI)  with  support  from 
the  Global  Environment  Fund  (GEF) 
through  the  World  Bank  and  has  been 
in  progress  since  October  1994  (The 
State  Ministry  of  Environment  1997). 

In  the  area  of  conservation,  by 
1997,  Indonesia  had  established  29 
terrestrial  national  parks  and  5  marine 
national  parks  covering  an  area  of  7.9 
million  hectares  and  2.2  million  ha, 
respectively.  So  far,  538  wildlife  species 
(15  of  these  are  marine  species)  have 
been  protected  under  national  law 
and  12  rare  and  threatened  species 
have  been  bred  and  cultivated  in 
captive  breeding  programs. 

The  conservation  area  sysfem  is 
legally  based  {ex  post  facto)  on  the  pro- 
visions of  Act  No.  5  of  1990,  'Concern- 
ing Conservation  of  Living  Resources 
and  Their  Ecosystem'.  This  allows  for 
a  number  of  kinds  of  conservation  area 
with  different  objectives  and  charac- 
teristics, such  as  Sanctuary  Reserves 
(Article  14,  comprising  Strict  Nature 
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Reserves  and  Wildlife  Sanctuaries) 
and  Nature  Conservation  Areas  (Article 
29,  comprising  National  Parks,  Grand 
Forest  Parks,  and  Natural  Recreation 
Parks).  The  same  law  further  allows 
for  management  zoning  (Articles  32 
and  34),  the  constitution  of  Biosphere 
Reserves  (Article  18),  protection  of 
endangered  and  rare  species  (Articles 
20-25),  and  refers  to  Buffer  Zones  (Ar- 
ticles 16  and  29).  The  World  Resources 
Ir\stitute  (WRI  1998)  stated  that  in  1997 
total  protected  areas  (totally  and  par- 
tially protected)  in  Indonesia  amounted 
to  17,509,000  ha  or  9.7%  of  land  area. 

The  policies  and  programs  regard- 
ing sustainable  management  and  con- 
servation of  biodiversity  as  stated 
above  will  not  work  without  serious 
implementations  of  these  policies  and 
programs.  These  implementations 
should  be  well  coordinated  between 
state  and  local  governments,  and  local 
communities  at  the  provincial  and  dis- 
trict levels.  The  fact  that  biodiversity 
has  been  severely  degraded  in  the  last 
few  years  creates  some  doubts  as 
to  whether  Indonesia  has  so  far  been 
serious  enough  in  implementing  pol- 
icies and  programs  to  manage  its 
biodiversity.  Whether  or  not  Indonesia 
will  be  more  serious  in  implementing 
these  policies  and  programs  in  the 
future  remains  to  be  seen. 

FINAL  REMARKS 

Indonesia  is  certainly  a  country  with 
a  very  high  level  of  biodiversity.  This 
is  true  even  now.  However,  there  are 
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in  Firman  2000).  Quality  of  life  and 
level  of  education  cannot  keep  pace 
with  this  increase  in  population 
and  will  result  in  a  very  high 
human  dependence  on  natural  re- 
sources. 

b.  Increasing  needs:  The  rapid  growth 
of  population  increases  the  demand 
for  manufactured  goods,  which  in 
turn  relies  on  raw  materials  from 
natural  resources. 

c.  Unavoidable  globalization:  This  breaks 
down  the  boundaries  between  nations 
and  makes  the  world  seems  stateless 
and  borderless,  with  higher  and  fiercer 
competition  in  trade,  science,  and 
technology. 

Therefore,  sustainable  environmental 
management  is  needed  to  reduce  the 
continuation  of  biodiversity  destruction. 
Indonesia  has  so  far  developed  many 
actions  and  regulations  (including  bio- 
diversity conservation),  but  it  is  still  not 
enough  to  face  greater  threats  in  the 
near  future,  especially  with  its  weak- 
nesses in  institutional  and  law  enforce- 
ment. There  are  challenges  to  be  over- 
come, such  as  (World  Bank  1994): 

a.  The  political  aspects  of  envirorimental 
protection,  including  the  challenges 
of  overcoming  vested  interests  and 
other  mutually  reinforcing  barriers 
to  effective  action; 

b.  The  critical  role  of  information  in  en- 
vironmental planning  and  manage- 
ment, including  the  establishment 
of  priorities,  the  design  of  cost-effect- 
ive policies  and  instruments,  ensur- 


ing effective  implementation,  and 
monitoring  progress  and  results; 

c.  Strengthening  the  institutional  cap- 
acity of  the  relevant  government 
agencies  at  central,  regional,  and 
local  levels,  and  the  need  for  "cre- 
ative interim  solutions"  to  over- 
come existing  institutional  con- 
straints; and, 

d.  The  need  for  wider  participation  in 
the  process  of  development  plan- 
ning and  implementation. 

Indeed,  there  is  no  easy  solution 
to  the  problem  of  maintaining  biodiv- 
ersity at  a  sustainable  level  in  Indo- 
nesia; and  this  requires  seriousness 
and  commitment  of  all  parties,  includ- 
ing government  and  society.  Coopera- 
tion with  international  institutions, 
such  as  FAO,  UNESCO,  UNEP,  lUCN, 
WWF,  CIFOR,  JICA,  and  USAID 
should  be  made  more  intensive  in  the 
future,  considering  that  the  manage- 
ment of  biodiversity  is  a  global  re- 
sponsibility. In  sum,  it  is  always  true 
and  certain  that  the  life  of  every 
human  being  will  always  depend  on 
the  existence  of  biodiversity. 
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ENSO  Impacts  on  Food  Crop 
Production  in  Indonesia"^ 

Shigeki  Yokoyama 


INTRODUCTION 

EXTREME  weather  events,  such 
as  heat  wave,  cyclone,  drought, 
intense  rainfall,  tornado,  avalan- 
che, thunderstorm  and  dust  storm  have 
caused  adverse  effects  widely  in  Asia. 
The  intensity  or  frequency  of  these 
events  has  been  increased  throughout 
the  20th  century  (IPCC  2001).  Among 
others.  El  Nino-induced  drought  is  a 
major  and  common  agricultural  risk 
in  the  tropical  Asia  and  the  Pacific, 
especially  for  upland  crops  mostly 
grown  under  rainfed  condition  (VVorld 
Meteorological  Organization  1999).  Es- 
tablishing technological  and  institutional 
cotmtermeasures  to  predict,  avoid,  min- 
imize and  recover  from  the  damage 
caused  by  El  Nino-induced  drought  is 
urgently  required.  This  article  aims  to 


*This  paper  was  originally  presented  at  Se- 
minar Nasional  IV  Pengembangan  Wilayah  Lahan 
Kering,  27-29  May  2002,  Hotel  Lombok  Raya, 
Mataram.  This  paper  is  part  of  the  results  of  the 
research  project,  "Stabilization  of  Upland  Agri- 
culture and  Rural  Development  in  El  Nino  Vul- 
nerable Countries  (ELNINO)"  (2000-2003)  being 
implemented  by  ESCAP  CGPRT  Centre,  Bogor, 
Indonesia. 


examine  the  effects  of  ENSO  (El  Nino 
Southern  Oscillation)  on  food  crop  pro- 
duction in  Indonesia. 


METHODS 

El  Nino  Impact  on  Cereal  Production 

To  clarify  the  impacts  of  El  Nino  in- 
duced abnormal  Weather  condition  on 
total  cereal  production  in  the  region,  we 
ran  simple  linear  regressions  of  product- 
ion, area  harvested  and  yield  against 
time  incorporating  a  dummy  variable 
for  the  El  Nino  year  (for  a  method  to 
measure  production  instability,  refer 
to  Naylor,  et.al.  1997).  A  universally 
agreed  quantitative  definition  for  El 
Nino  is  absent  (Trenberth,  K.  E.  1997; 
World  Meteorological  Organization 
1999).  We  specified  El  Nmo  years  when 
the  annual  average  value  of  SOI  (South- 
ern Oscillation  Index)  was  lower  than 
the  standard  deviation,  -  7.28,  and  the 
annual  average  value  of  SOI  substanti- 
ally (more  than  2.00)  declined  from 
that  of  the  previous  year.  Accordingly, 
since  1961  we  identified  eight  El  Nino 
years  as  1965,  1972,  1977,  1982,  1987, 
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1991,  1994  and  1997  (based  on  Multi- 
variate ENSO  Index  (MEI)  proposed  by 
Wolter  and  Timlin,  1998,  seven  strongest 
El  Nino  events  are  identified  since  1950, 
namely,  in  1957-1958,  1965-1966,  1972- 
1973,  1982-1983,  1986-1987,  1991-1992 
and  1997-1998.  According  to  the  MEI,  the 
1982-1983  and  1997-1998  events  are 
strongest  in  the  past  half  century). 

Production  Variability  by  Crop 

Production  variability  was  measured 
for  each  crop  by  percentage  deviation 
from  five-year  moving  average  as 
trend,  assuming  no  technological  pro- 
gress took  place  in  the  five-year  period 
(Gommes  1998,  measured  production 
loss  based  on  seven-year  moving  max- 
imum). 

ENSO  Sensitivity  by  Crop 

ENSO  sensitivity  was  measured  by 
correlation  coefficient  between  per- 

Table  1 


centage  deviation  from  5-year  moving 
average  and  monthly  average  of  SOI 
(June  to  September  in  the  year  con- 
cerned). 

FINDINGS 

El  Nino  Impact 

El  Nino  event  has  been  increasing 
frequently  in  the  last  40  years.  It  oc- 
curred once  in  the  1960s,  twice  in  the 
1970s-1980s  and  three  times  in  the  1990s. 

All  of  the  three  functions  were  well 
fitted  at  the  1  percent  level.  Coefficient 
of  Year  was  significant  at  the  1  percent 
level  for  the  three  fvmctions.  Coefficient 
of  El  Nino  dummy  was  significant  at 
the  5  percent  level  for  Area  harvested, 
but  not  for  Production  neither  Yield. 
However,  it  should  be  noted  that  the 
sign  of  El  Nino  dummy  is  positive 
though  statistically  insignificant,  im- 
plying the  possibility  of  positive  EI 


RESULTS  OF  REGRESSION  ANALYSIS,  CEREALS  TOTAL, 
INDONESIA,  1961-2000 


Production  (ton)  Area  Harvested  (ha)      Yield  (kg/ha) 


Intercept  -2.67E+09**  -2.81E+08**  -149148.00^ 

(-39.78)''  (-19.01)  (-27.96) 

Year  1367614.21**  147964.24**  ''76;74** 

(40.32)  (19.84)  (28.48) 

El  Nino  Dummy'  -1735182.40  -771492.96*  58.94 

(-1.77)  (-3.59)  (0.76) 

Adjusted  0.98  0.91  0.96 

F  value  816.72**  197.73**  413.60** 


nfor  1965, 1977,1982,1987, 1991, 1994,  and  1997,  and  0  otherwise. 
•"Numbers  in  parentheses  are  t-statistics. 
Significance  **P<0.01,  *P<0.05 
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Nino  impact  on  cereal  yield  (Table  1). 
If  this  is  the  case,  in  El  Nino  years, 
even  under  the  condition  reduced  area 
an  increased  yield  offset  its  impact  on 
production.  However,  this  explanation 
is  quite  dubious  when  we  face  the 
facts  of  substantial  production  loss  in 
recent  El  Nino  years  such  as  1991,  1994 
and  1997.  Another  possible  explanat- 
ion of  these  unexpected  results  is  our 
treatment  applying  a  single  linear  trend 
all  through  the  period  assuming  no 
major  changes  in  productivity  growth 
or  technologies. 

Actually  Indonesia  experienced  a 
rapid  growth  of  food  crop  production 
since  the  late  1960s,  when  firstly  the 
high  yielding  rice  varieties  were  intro- 


duced from  IRRI,  till  early  1980s.  This 
tremendous  transformation  of  rice  agri- 
culture from  traditional  to  modem  tech- 
nology was  well  known  as  Green  Re- 
volution (Heytens  1991).  However,  af- 
ter high  yielding  varieties  were  well 
disseminated  ubiquitously  in  the  early 
1980s  no  major  technological  break- 
through was  realized.  The  stagnation  of 
productivity  growth  is  obvious  since 
the  early  1980s  (Figure  1). 

Considering  the  constant  or  some- 
what accelerated  expansion  of  farmland 
since  the  mid  1980s,  stagnation  of  yield 
increase  might  be  partly  due  to  the 
recent  increase  of  crop  production  on 
less  fertile  lands. 
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Table  2 


ANNUAL  GROWTH  RATE  OF  PRODUCTION,  AREA  HARVESTED  AND 
YIELD  IN  INDONESIA,  CEREALS  TOTAL,  1961-2000 


Production 

Area  Harvested 

Yield 

(%/year) 

(%/year) 

(%/year) 

1961-1980 

4.38**'(100)2 

0.84*(19) 

3.54**(81) 

1981-2000 

2.62**(100) 

1.45**(55) 

1.18**(45) 

'Slope-coefficient  estimate  from  regression:  In  y=a+bt 
Significance  **=P<0.01,  *=P<0.05 
^Percentage  of  contribution 


Table  3 


RESULTS  OF  REGRESSION  ANALYSIS,  CEREALS  TOTAL, 
INDONESIA,  1961-1980 


Production  (ton) 

Area  Harvested  (ha) 

Yield  (kg/ha) 

Intercept 

-1.85E+09** 

-1.68E+08** 

-138420.59** 

(-18.37)" 

(-4.01) 

(-16.86) 

Year 

951205.31** 

90821.80** 

71.27** 

(18.59) 

(4.27) 

(17.11) 

El  Nino  Ehimmy" 

-1791385.40** 

-666210.98* 

-34.95 

(-2.17) 

(-1.94) 

(-0.52) 

Adjusted 

0.95 

0.50 

0.94 

F  value 

173.29** 

10.51** 

146.47** 

nfor  1965, 1977,  and  0  otherwise. 
"Numbers  in  parentheses  are  t-statistics. 
Significance  **P<0.01,  *P<0.05 


Table  4 


RESULTS  OF  REGRESSION  ANALYSIS,  CEREALS  TOTAL, 


Production  (ton) 

Area  Harvested  (ha) 

Yield  (kg/ha) 

Intercept 

-2.50E+09** 

-3.72E+08** 

-80839.35** 

(-19.66)" 

(-13.63) 

(-9.42) 

Year 

1280890.00** 

193973.04** 

42.46** 

(20.06) 

(14.14) 

(9.85) 

El  Nino  Dummy* 

-1900017.10 

-796057.99* 

77.12 

(-2.24) 

(-4.36) 

(1.34) 

Adjusted 

0.96 

0.92 

0.84 

F  value 

205.304** 

111.45** 

49.01** 

"Ifor  1982,1987, 1991, 1994,  and  1997,  and  0  otherwise. 
"Numbers  in  parentheses  are  t-statistics. 
Significance  **P<0.01,  *P<0.05 
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Thus,  we  assume  production  trend 
was  shifted  downwards  at  the  begin- 
ning of  1980s.  To  clarify  this  assumpt- 
ion, annual  growth  rates  of  production, 
area  harvested  and  yield  are  calculated 
in  the  two  periods  (Table  2).  As  clearly 
shown  in  the  table,  the  first  half 
period,  1961-1980,  is  characterized 
as  an  era  of  high  production  growth 
(4.4%/year)  in  which  much  of  the 
growth  (81%)  is  caused  by  yield  incre- 
ase or  technological  development  (Booth 
1988).  In  contrast,  the  growth  rate  in 
the  latter  period,  1981-2000,  is  signif- 
icantly stagnated  to  2.6%/year  mostly 
due  to  sharp  drop  of  yield  growth 
(1.2%).  Expansion  of  farmland  attributes 
more  than  half  (55%)  of  the  product- 
ion growth  in  the  period. 

As  illustrated  above  the  production 
trend  shifted  at  the  early  1980s,  we  apply 
regression  analysis  separately  in  1961- 
1980,  high  growth  stage,  and  1981-2000, 
stagnant  stage.  The  results  are  presented 
in  Table  3  and  4.  As  expected,  cereal 
production  in  Indonesian  is  signific- 
antly affected  by  El  Nifio  negatively 
in  the  both  periods  of  high  growth  and 
stagnation.  Impact  on  yield  is  not  sign- 
ificant in  the  both  periods.  Impact  on 
area  harvested  is  not  significant  in  the 
high  "growth  period,  while  is  significant 
in  the  stagnant  period. 

Characteristics  of  El  Nifio-Induced 
Production  Loss 

To  clarify  the  characteristics  of  El 
Nino  induced  production  loss,  com- 
pared to  that  in  non-El  Nino  years. 


percentage  deviation  from  the  trend 
in  production  reduction  years  is  pre- 
sented in  Table  5.  Production  loss  oc- 
curred in  El  Nino  years  (4%  in  average) 
is  slightly  smaller  that  in  non-El  Nino 
years  (6%  in  average).  Major  factor  of 
production  loss  is  area  reduction  in 
both  El  Nifio  (5%)  and  non-El  Nifio 
(4%)  years.  Conspicuous  difference  be- 
tween the  two  cases  is  the  yield  devi- 
ation. In  El  Nino  years  5  out  of  8  cases 
(63%),  yield  is  positively  deviated  from 
the  trend.  In  contrast,  in  non-El  Nifio 

Table  5 

PERCENTAGE  DEVIATION  FROM  THE 
TRENDMN  PRODUCTION  REDUCTION 
YEARS^  1963-1998 


El  Nino    Production  Area  Harvested  Yield 


years 

(%) 

(%) 

(%) 

1965 

-2 

-4 

+2 

1972 

-8 

-9 

+1 

1977* 

-4 

-2 

-2 

1982 

-4 

-8 

+5 

1987 

-3 

-4 

+0 

1991 

-4 

-4 

+1 

1994 

-5 

-5 

-0 

1997 

-2 

-4 

+3 

Average 

-4 

-5 

+1 

Non-El  Nino 

years 

1963* 

-8 

-6 

-2 

1967* 

-12 

-5. 

-8 

1975* 

-2 

-i 

-1 

1976 

-3 

-6 

+3 

1979* 

-5 

-2 

-2 

Average 

-6 

-4 

-2 

'  Five-year  moving  average. 

^  Years  in  which  production  reduced  by  1% 

or  more  from  the  trend. 
*  Years  in  which  both  area  and  yield  declined 

by  1%  or  more  from  the  trend. 
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years  4  out  of  5  (80%)  area  and  yield 
declined  simultaneously.  After  1980  In- 
donesia did  not  experience  major  pro- 
duction loss  except  those  in  El  Nino 
years.  This  suggests  cereal  production 
in  that  period  somewhat  stabilized, 
though  productivity  growth  has  been 
stagnated. 

Thus,  El  Nino-induced  production 
loss  in  Indonesia  is  characterized  by 
large  area  decline  and  increased  yield 
resulting  in  slightly  less  production  loss 
compared  to  that  in  non-El  Nino  years. 
This  is  quite  distinctive  from  the  result 
based  on  aggregated  data  of  Asia  and 
the  Pacific  (Myanmar,  Thailand,  Laos, 
Cambodia,  Vietnam,  Malaysia,  Indonesia, 
Philippines,  Australia,  New  Zealand,  and 
Fiji)  in  which  El  Nino-induced  pro- 
duction loss  (7%)  is  significantly  larger 
than  that  in  non-El  Nino  years  (3%) 
and  is  magnified  by  simultaneous  de- 
cline of  area  and  yield  (Yokoyama  and 
Concepcion  2001). 

Production  Recovery  in  The  Follow- 
ing Year 

Although  the  damage  was  substantial. 
El  Nif\o  production  loss  was  mostly 
single  year  phenomenon  v/ith  recovery 
of  production  in  the  following  year 
due  to  La  Nina  occurrence.  Positive 
deviation  of  area  from  the  trend  is  as 
high  enough  to  compensate  area  loss 
in  the  El  Nif\o  (5%).  However,  yield, 
which  was  not  badly  affected  by  El 
Nino,  turned  to  decline  in  the  year 
after  for  almost  all  cases.  This  yield 


decline  made  production  recovery  in- 
complete (2%)  to  compensate  El  Nifio 
production  loss  of  4%  (Table  6). 

Table  6 

PFRCENTAGE  DEVIATION  FROM  THE 
TREND  IN  THE  FOLLOWING  EL  NINO 
YEARS,  CEREALS  TOTAL,  INDONESIA, 
1961-2000 


El  Nino 
years 

Product- 
ion 

(%) 

Area  Harv- 
ested 
(%) 

Yield 
(%) 

1966 

+3 

+8 

-5 

1973 

+5 

+8 

-3 

1978 

+2 

+6 

-3 

1983 

+0 

+0 

+0  . 

1988 

-0 

+2 

-2 

1992 

+5 

+6 

-1 

1995 

+2 

+4 

-2 

1998 

-0 

+3 

-3 

Average 

+2 

+5 

-2 

Table  / 

PRODUCTION  VARIABILITY  BY  CROP 
IN  INDONESIA,  1963-1998 


Variability' 

Type  of  Pro-     Area       Yield  Correlation^ 

Crop      duct-    Harv-  Area  vs. 

ion      ested  Yield 


Maize 

13.5  12.8 

2.2 

0.25 

Soybean 

8.2 

7.8 

2.7 

-0.02 

Sweet 

potato 

7.4 

7.5 

2.8 

-0.19 

Ground- 

nut 

5.2 

4.9 

3.3 

-0.27 

Cassava 

4.6 

4.0 

3.0 

-0.16 

Rice 

3.5 

2.4 

2.4 

0.13 

■  Standard  deviation  of  percentage  deviation 
from  5-year  moving  average. 

2  Correlation  coefficient  of  percentage  devi- 
ation from  5-year' moving  average. 
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Production  Variability  by  Crop 

Among  the  six  major  food  crops, 
maize  was  most  variable  due  to  its 
high  fluctuation  of  area  harvested,  even 
its  yield  is  most  stable  among  other 
crops.  Soybean  and  sweet  potato  are 
moderately  variable  mostly  due  to  area 
fluctuation.  Groundnut,  cassava  and  rice 
show  relatively  small  variability.  Area 
harvested  of  rice  is  most  stable  among 
others  (Table  7). 

ENSO  Sensitivity 

Maize  was  most  ENSO  sensitive  es- 
pecially for  its  area  harvested.  Sweet 
potato  and  soybean  are  moderately 
sensitive.  Area  harvest  of  groundnut 
and  rice  is  moderately  sensitive  but  its 
negative  correlation  between  yield  and 


SOI  weakens  production  effect.  Cas- 
sava seems  to  be  not  affected  by  ENSO 
(Table  8). 

Table  8 

ENSO  SENSITIVITY^  BY  CROP 
IN  INDONESIA,  1963-1998 

Type  of    Production  Area  Harv-  Yield 


Crop 

ested 

Maize 

0.61* 

0.61** 

0.20 

Sweet 

potato 

0.48* 

0.46** 

0.05 

Soybean 

0.41* 

0.43** 

-0.02 

Groundnut 

0.34* 

0.52** 

-0.25 

Rice 

0.23 

0.50** 

-0.17 

Cassava 

0.16 

0.05 

0.16 

'  Correlation  between  percentage  deviation 
from  5-year  moving  average  and  SOI 
monthly  average  (Jun-Sep  in  the  on-going 
.  year). 

Significance  **P<0.01,  *P<0.05 
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Table  9 

MATRIX  OF  PRODUCTION  VARIABIL- 
ITY AND  ENSO  SENSITIVITY  BY  CROP 
IN  INDONESIA 

ENSO  Sensitivity' 

None   Weak   Moder-  Strong 
ate 

Pro-       Large  Maize 

duction  Moderate  Soybean 
Vari-  Sweet  potato 

ability    SmallCas-  Ground 
sava  Nut,  Rice 


Production  variability  and  ENSO  sen- 
sitivity is  summarized  in  Table  9.  As 
expected,  the  more  ENSO  sensitive  the 
crop  is,  the  more  variable  in  product- 
ion. Sweet  potato,  seemingly  El  Nino 
tolerant  tuber  crop,  is  moderately  sens- 
itive to  ENSO.  According  to  the  result 
of  analysis  based  on  aggregated  data 
of  Asia  and  the  Pacific,  the  positions 
of  maize,  soybean  and  rice  are  exactly 
same  as  the  case  of  Indonesia,  while 
sweet  potato,  groundnut  and  cassava  are 
all  in  the  cell  of  ENSO  non-sensitive 
and  moderate  variable  (Yokoyama  and 
Concepcion  2001). 

CONCLUSIONS 

El  Nino-induced  production  loss  was 
characterized  by:  (1)  increased  frequ- 
ency of  El  Nino  (once  in  the  1960s,  twice 
in  the  1970s-1980s,  three  times  in  the 
1990s);  (2)  area  decline;  and,  (3)  single 
year  phenomenon  with  partial  recovery 
of  production  in  the  following  year. 

Among  the  six  major  food  crops, 
maize  was  most  sensitive  to  ENSO 
followed  by  soybean  and  sweet  potato. 


Groundnut  and  rice  were  weakly  af- 
fected by  ENSO  and  their  variability 
in  production  is  small.  Cassava  was 
not  significantly  affected  by  ENSO  and 
its  production  variability  was  small 
either. 

Based  on  the  results  above,  enhance- 
ment of  the  production  stability  of 
maize,  soybean  and  sweet  potato  may 
improve  the  stability  of  food  crop  pro- 
duction in  Indonesia.  Crop  diversificat- 
ion by  incorporating  relatively  El  Nino 
tolerant  crops,  e.g.,  cassava,  is  also  sug- 
gested to  mitigate  climatic  risk. 
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